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EDITORIAL
The Effect of an Un- One of the most deplorable effects of an
balanced Budget    unbalanced national budget is recog- 
nized generally by business men but 
there is comparatively little discussion of it in public. It is the 
custom to deprecate in a rather academic way the continuance of 
an unbalanced budget for the nation and to express a pious hope 
that soon there will be an effort to bring about equilibrium be­
tween income and outgo. To many people the far-reaching and 
ultimate results of continuing upon a blind uncharted course of 
reckless expense, without consideration of the method or time 
of payment, are rather a subject of contemplation than one of 
active personal interest. The fact is, however, that so long as the 
nation pursues its unparalleled dissipation of non-existent re­
sources, just so long must every business in the country and, in­
directly, every citizen of the country reap the fruit of foolishness. 
Ever since the great war, financiers—and by that we mean men 
who study finance, not necessarily those who possess wealth— 
have considered it their greatest problem to arrange the levying of 
taxes and the increase of other revenues so that the probable 
expenditures of each year may come within the limits of possible 
prompt payment. Here in America we have run riot on a 
plea of humanitarianism, the need of the needy, the “priming 
of the pump” and what not, and the campaign pledges of 1932 for 
a present balanced budget have been transformed into dreams of 
the remote future. The will-o’-the-wisp recedes ever further 
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away as we travel the marshes of uncertainty. And, as we have 
said, the ordinary citizen does not understand how vitally a lack 
of balance affects his own welfare and his prospects.
It is impossible for any corporation or 
 other business enterprise to have any 
reasonable assurance that its estimate 
of expense during the coming year will bear close resemblance to 
actuality. No man—not even those who make the laws—knows 
what form the next scheme of taxation will take, and no one knows 
how great the burden of that taxation will be. Consequently it is 
quite beyond the powers of any one to anticipate revenues and 
expenses as a whole, particularly the costs of operation. If the 
tax upon corporation profits be substantially increased—as some 
would have it—the income of a great number of businesses will be 
seriously reduced, because most corporations and many com­
panies unincorporated and many individual business men have 
invested surplus in dividend-paying or interest-bearing securities. 
If the corporation-profit tax be increased such dividends as still 
are paid will become impossible of payment, and even the ability 
to pay interest upon bonded indebtedness will be jeopardized and 
in many cases utterly destroyed. Every man who has even the most 
primitive knowledge of finance knows that an excessive taxation 
of corporate profits does not so greatly affect the company as it 
does the innumerable multitude of shareholders and bondholders. 
The fact that such proposals are seriously made and offered for 
the approval of congress indicates how far we have drifted from 
the basic principles of finance.
It is not, however, only the question of 
potential taxation which interrupts the 
process of reasonable budget-making, 
but there is as well a universal doubt as to whether any business 
will be able to carry on at all while the mills of vain theories con­
tinue to grind out their daily grist of innovations. In a country 
where the government itself is unable, or at least unwilling, to strive 
earnestly to achieve a balance of revenue and expense, it is not to 
be expected that individual entities in the business of that country 
can feel any assurance of stability or can conduct their various ad­
ventures, upon which the welfare of the land depends, with any sort 
of confidence or any hope of success. We have constantly beside
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us and before us a thousand schemes of taxing this and taxing that; 
we have threats of punitive and vindictive legislation against legit­
imate enterprise; we have not even the vaguest notion of what de­
vious course will next be held up before us as the way into the land 
of Beulah—how then can we have such an assurance of industrial 
and commercial liberty as will encourage us to go ahead? It has 
been rather clearly demonstrated in many ways that American 
business is ready to go forward, as the business of nearly every 
other land is doing, but we can not march dragging a ball and 
chain. There has been such discussion of each new-hatch’d, un­
fledged idea that our minds have been too much diverted from 
attention to the fundamental weakness of the whole conglomerate 
scheme which bears the unhappy name of the “new deal.” If we 
could recapture the old spirit of confidence in what the govern­
ment of the country would do, and if we would insist—and we can 
insist—upon the employment of common business caution in the 
mapping of our expenditures we might be able to regard with a 
small amount of equanimity the sending up of trial balloons to 
their almost universal bursting and collapse. They might do no 
great harm if underneath the ground were firm. It seems to us 
that the time is long overpast for Americans to demand that the 
nation adopt the principles without which no business can achieve 
success. Recent events on Capitol hill in Washington have shown 
that congress is not so deaf as it was to the voice of the people. 
If the people now will arouse themselves and will speak as they 
undoubtedly feel, congress will be able to accomplish the task for 
which it was originally created and will literally save our future 
and hasten the return of a normal prosperity.
The many proposals for new taxes and 
new incidence of existing taxation un­
fortunately bear about in them the bad 
blood of political expediency. The current expression, “soak the 
rich” is probably the most stupid of them all. The American 
people as a whole regard themselves, with fair justification, as 
men and women of some vision and a great deal of hard common­
sense, and we do not believe that any one, whatever his financial 
condition may be, really thinks that “soak the rich” will greatly 
accelerate the resumption of our habitual business prosperity. 
It is, of course, one of the inevitable and perhaps regrettable 
axioms that in a sphere of equal opportunity some will achieve a
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disproportionate share of success and some will fail utterly; but 
we can not change the immutable laws of human affairs and it 
does no great good to any one to kick against the rock. Further­
more we believe that the American citizen does not greatly be­
grudge the rich man his riches so long as the citizen himself can 
work and earn and pursue happiness. It is certain that when the 
rich are making exorbitant profits, the ordinary man in the ranks 
is better off than when the rich are becoming less rich. Not long 
ago the head of a great concern, whose interests reach into every 
part of the country, said that he could see no reason for endeavor­
ing to expand his business because whatever additional profits he 
might make would be absorbed in the form of taxes of one sort or 
another. There was no inducement to expand. He admitted 
that even under the present handicaps it would be possible to 
bring about a great increase in the volume of his business and 
thereby he might employ many more men and women, but that 
would involve an extra load of responsibility, and he did not feel 
inclined to assume such a burden when there would be no com­
pensation in the form of profits which he could retain. This may 
not be an idealistic humanitarianism, but there are not many 
among us who are ready and willing to carry more than we have 
to carry unless there be some compensating advantage. Exces­
sive taxation always has and, we suppose, always will interrupt 
the development of business, for the very reason which the man 
whom we have quoted offered as his excuse for a static indifference. 
The soap-box orators who declaim most vehemently about the 
evil of riches and the iniquity of rich men seem to us to have dis­
torted the truth. It is a pity, perhaps, that every one can not 
have exactly the same amount of wealth and of what wealth will 
buy—but what can be done about it? “Soak the rich” means 
also soaking the poor, perhaps in greater ratio to the individual 
wealth than some people would like to believe.
Sales taxes and nuisance taxes of all 
sorts are merely temporary expedients 
which congressmen and legislators in the 
several states adopt because they think that they are the least 
perilous to political future. While the great mass of the elec­
torate does not realize that it is being subjected to taxation, the 
ordinary politician regards his own prospects as out in danger. 
There is a form of taxation which most of us would be glad to see
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or at least as glad as one can be to see any tax. (There is no tax, 
of course, to which one can be indifferent, except perhaps the sales 
tax on the seventh cocktail.) Economists, business men, in­
dustrialists, bankers, accountants and, indeed, nearly all of us, if 
we are perfectly frank, will admit that the taxation of net incomes 
is the fairest device that has ever been put into operation, but the 
difficulty has always been so to fix the assessment that it will bear 
upon the entire nation. Statistics indicate that less than three 
per cent of the population of the United States pay any income 
tax whatever. The tax so collected is the most substantial part of 
our national income, and we find, therefore, that 97 per cent of the 
population does not feel the direct effect. In other words, only 
three people out of every hundred are personally conscious that 
this species of taxes is supposed to be a levy upon all the people. 
We should like to see passed a law to require every recipient of any 
income whatever to pay something into the national treasury. 
If a man earns a thousand dollars a year it would do him a world 
of good to pay forty dollars of that amount toward the mainte­
nance of government, the regulation of national affairs and the 
upkeep of the great protective arms of the army and the navy. 
He would become critical of the spending of the money which the 
government received. He would want to know for what purpose 
his forty dollars was being used, and in all probability he would more 
loudly protest against the wasting of his contribution than would 
the man who paid forty thousand dollars. It would be unjust and 
absurd to fix a uniform rate of taxation for all the people. Forty 
dollars taken from one thousand dollars is far more of a drain than 
many thousands of dollars taken from millions of dollars would be. 
But the point is that every body should pay and should know that 
he is paying something for the good of the country and hence for 
the good of himself. In Great Britain the exemption from income 
taxation is much lower than it is in America. Here we are very 
careful lest wage-earners feel the pressure of our national ex­
travagances. This theory of a universal tax upon income has 
many advocates, but they do not find their way into the halls of 
congress. It is a sad commentary upon our system of democratic 
government that no man ever arises in senate or house of repre­
sentatives and seriously propounds a plan of taxation which will 
tax every one of his constituents. In private conversation most 
of our legislators would probably admit the justice of the theory, 
but when the gavel sounds, calm, impartial contemplation runs 
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away and personal interests take their seats. It would be a great 
day in the annals of our republic if even a few men would stand up 
and forget themselves in their sincere desire to remember nothing 
but the country as a whole. But alas, none of us will live to see 
that day.
An Attack on Ac­
counting Firms
Among the multitude of bills introduced 
in state legislatures during the past 
winter was one which, although it was 
defeated, deserves consideration. This was a bill offered in the 
general assembly of Pennsylvania, “for the protection of the 
public and the prevention of fraud by prohibiting any person 
individually or in association or partnership with another person 
or persons to practise as an accountant, auditor, certified public 
accountant or public accountant under a false, assumed, fictitious 
or trade name, prohibiting any corporation organized or registered 
after the effective date of this act from engaging in the practice as 
such and fixing the time when such practice by existing corpora­
tions shall entirely cease in this commonwealth and providing 
penalties. ” It is a little difficult to understand why such a bill as 
this should have been proposed. It has been alleged that the 
proponents have explained their purpose to be founded upon the 
contention that if the name of a deceased or retired partner be 
continued in a firm name, the professional character of the prac­
tice is lost and the firm becomes merely a concern engaged in a 
business or trade. We do not follow such an argument, because 
every one knows that many firms of lawyers, architects, engineers 
and other professional men carry, sometimes for a generation or 
more, the names of men who have died. Why accountants 
should be singled out for the peculiar exclusiveness which this bill 
indicates is beyond our comprehension. In truth it would be 
most unjust to the firm concerned and to its clients and potential 
clients if it were made obligatory to change a firm name to con­
form in every case with the current personnel. The majority of 
the most widely known accounting firms spent many years in 
building up a high reputation, and the names of the founders of the 
firms are familiar to business men throughout the country. 
Clients know the name of A. B. & C. but they might be seriously 
confused if the firm name were changed to A. D. & F. There 
would be nothing to indicate the continuity of the practice. The 
goodwill attaching to a well-known firm name is the most valua-
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ble asset of the firm. That goodwill is a reflection of the years of 
work, the adherence to high standards and the development of an 
efficient staff. It may be argued that the client could be in­
formed of every change in the firm name, but the client is not the 
only person to be considered. The statement bearing a certificate 
with a new firm name—which might in truth be the same firm— 
would not carry the weight with bankers and other grantors of 
credit which the long-established name would carry. If by 
chance the purpose of such a bill as we have mentioned could have 
been to limit practice to the smaller firms and to eliminate the 
so-called national firms it still would work injustice, because there 
are many small firms, some of them not known far outside their 
own localities, which proudly continue to use the names of men 
long dead. This is an illustration of the fact that when an attack 
is made upon one portion of a profession it will ultimately react 
against the majority of the profession.
An Attempt to Prevent 
Incorporation
It seems to us that the bill in Pennsyl­
vania was ill conceived and it is gratify­
ing to know that it did not pass. There 
was, however, one provision in the bill which deserves commen­
dation. Sections three and four read as follows:
“Section 3. No corporation shall hereafter be organized or 
registered in this commonwealth to engage in practice as an ac­
countant, certified public accountant, auditor or public account­
ant nor shall any person permit or aid any corporation in the doing 
of any act in violation of the provisions of this act.
“Section 4. Any corporation organized or registered in this 
commonwealth to engage in the practice as an accountant, certi­
fied public accountant, auditor or public accountant prior to the 
time when this act was finally enacted may continue to engage in 
such practice until the first day of January, one thousand nine 
hundred and thirty-seven, but no such corporation so organized 
or registered shall be permitted to engage in such practice after 
said first day of January, one thousand nine hundred and thirty­
seven.”
Accountants are almost unanimously opposed to the theory of 
practice in the corporate form, but this has nothing whatever to do 
with the use of an established name. The objection to incorpora­
tion of an accounting practice is based upon the fact that ac­
countancy, like law, is a profession and there should be individual 
responsibilities not restricted by resort to the protection of limited 
liability. The general distaste for the incorporation of accounting 
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firms has reduced the number of the audit companies and similar 
organizations. Many of the older audit companies were re­
organized years ago and assumed the partnership form. The few 
of these concerns which remain in the old form are not sufficient in 
number to affect seriously the profession. Some of them are 
doubtless conducted on the highest professional plane, but there 
would be no violent protest from the profession as a whole if any 
state saw fit to prohibit the corporate form of practice. How­
ever, the bill, as we have already said, was defeated, doubtless 
because of its attack upon many of the most highly respected 
accounting organizations in the country; and in that well-deserved 
defeat the attempt to prevent incorporated practice went down 
also.
American accountants who read The 
Accountant, London—and every ac­
countant would find it helpful to do so— 
will probably have read with some astonishment the report of a 
case in which an accountant was suing for the recovery of a fee 
based upon the result of his work. Most of us had believed that 
the profession in Great Britain adhered rigidly to the standards 
of the British bar so far as the question of contingent fees was 
concerned. It was, therefore, with some consternation that one 
read the report of a trial based frankly upon a claim for con­
tingent fees. In The Accountant of June 22nd the editorial com­
ment upon the case indicated the feeling of the profession as a 
whole in Great Britain. Here in America we have had so much 
controversy on the subject of the American Institute’s rule that 
contingent fees shall not be accepted that our readers will doubt­
less find the comments of our contemporary much to the point. 
Let it be remembered also that this case involved a question of 
income-tax claims. The accountants in America who have at­
tempted to defend the principle of contingent fees have almost 
always based their argument upon the peculiar conditions which 
surround income-tax work. We quote the following comments:
“Where accountants are concerned with income tax the idea of 
public policy can never be wholly excluded. That is to say, when 
an accountant is engaged by a client to discuss a set of circum­
stances with the inland revenue, the accountant owes a public 
duty to the inland revenue and a private duty to his client. The 
public duty consists in an obligation to disclose all the facts to the 
inland revenue, while the private duty consists in seeing that the 
88
Contingent Fees in 
England
Editorial
client’s point of view is properly displayed and emphasized. It 
would, in our judgment, be a calamity for the profession if the 
confidence which the inland revenue now reposes in accountants 
were weakened, and we do not see how the risk of weakening can 
be avoided if the remuneration of an accountant acting in a case 
varies in direct proportion to the extent to which the inland 
revenue is defeated.
“From the point of view of the relations between the profession 
and the public, it would be equally calamitous if the idea were al­
lowed to take root in the public mind that there are sources of 
information in tax matters open to some accountants but denied 
to others. Personal skill as between accountant and accountant 
must always differ, exactly as it does in every other profession, 
but there is no monopoly whatever of skill in penetrating the 
mysteries of income tax or of knowledge of ‘ concessions !’ The 
degree of skill which can be applied to a case is known and can be 
measured between the accountant and his client long before the 
results of the engagement are known, and the proper view is that 
the remuneration is paid as the reward of the skill and not as the 
result of the fortuitous consequences of the application of the 
skill.
“We add that we can well imagine that particular clients may 
express a preference for making a payment based on the results 
obtained. If a client should voluntarily make such a choice, 
we suppose there is nothing to prevent him; but even in that case 
we feel that so strong a point of professional interest is involved 
that the amount ultimately accepted by the accountant ought to 
be limited to a generous rate on the time he actually spends on the 
case. That is to say, the client can not be prevented from ex­
pressing the satisfaction he derives from the results of the ac­
countant’s activities and may voluntarily increase the normal fee 
by way of an addition to the basic rate on which the computation 
of the total is made; thus, as our correspondent expresses it, he 
recognizes services by a voluntary addition to adequate profes­
sional charges based on time occupied. But this is very different 
from the making of a charge by the accountant against the client, 
the amount of which may be out of all proportion to the real pro­
fessional service rendered.”
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Education for the Profession of Accountancy*
By Warren W. Nissley
I believe that one of the greatest needs for the future growth of 
the profession of public accountancy is the development, as 
quickly as is consistent with sound progress, of professional 
schools, of collegiate and graduate rank, wherein as much as can 
possibly be done by formal education will be done to train young 
men for entrance into our profession. Many accountants and 
laymen may think that we now have such schools. I do not 
think we have any of the type we need. I said at the annual 
meeting of the American Institute of Accountants in Chicago last 
fall that I did not know of a single college in the United States 
which considered that its principal job, or even one of its major 
jobs, was training men for a career in public accountancy. The 
paper in which that statement was made was printed in The 
Journal of Accountancy about six months ago. I believe 
that magazine has a fairly wide circulation among the collegiate 
schools of business throughout the country. It seems very 
significant to me that I have not received a single protest against 
the statement. When I made it, I thought that perhaps I would 
receive such protests, because it is obviously impossible to have 
detailed knowledge of the avowed aims of colleges throughout 
the whole country. I assure you that I would be delighted to 
give as much publicity as I could to any worthy institution 
which declared that it considered preparation for public account­
ancy one of its principal objectives, provided it was also able to 
show that a substantial percentage of its accountancy graduates 
had entered the profession.
On the other hand, circular No. 94 issued by the office of educa­
tion of the federal department of the interior, under date of May 
17, 1933, states that during 1932 there were 1,808 courses in 
accounting and business statistics offered in 436 colleges and 
universities. There were 1,060 instructors and 76,912 students 
in these courses, including some duplications as to the students.
* An address before the Pennsylvania Institute of Accountants, Hershey, Pennsylvania, June 
21, 1935.
[The author of this paper would like to receive comments concerning his suggestions from ad­
ministrators and instructors in colleges and universities and from practitioners. If the replies 
received warrant it he will prepare a supplemental paper summarizing the views of those who 
write him. He may be addressed in care of the American Institute of Accountants, 135 Cedar 
Street, New York.—Editor]
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It is apparent, therefore, that while no institution appears to 
believe that one of its principal jobs is to prepare students for 
public accountancy as a lifework, there is no lack of opportunity 
for students to receive instruction in accounting subjects in 
college. We are faced, therefore, with this question:
“Is it necessary to have professional schools, particularly 
designed for training for public accountancy, when there is now 
ample opportunity for young men to receive training in college 
in accounting subjects?”
I believe it is most necessary. I do not think formal education 
for public accountancy can be developed to its utmost so long 
as it is, in a sense, a by-product of education for general business. 
In saying that, I want to express my appreciation of the value of 
the accountancy training now given in a number of institutions 
and of the excellent work that has been done by the professors 
in some of these institutions in developing their courses. There 
is a need for these courses, and this need will continue even if we 
are able to develop professional schools for public accountancy. 
Many students who do not intend to make public accountancy 
their lifework can, with profit, study accounting subjects, and 
they will continue to do so. But, in my opinion, these accounting 
courses do not and can not meet our need for strictly professional 
schools.
My idea of the procedure which we should adopt for the devel­
opment of collegiate training for public accountancy might be 
summarized by the following “five point” program:
1. Concentrate the effort by limiting the professional schools 
to a reasonable number, say, one in New England, three in the 
middle Atlantic states, two in the middle west, one in the far 
west and one in the south. By a school, I mean a separate de­
partment of an existing institution. Such concentration would 
be difficult to control exactly, for it is probable that, if we assisted 
in the development of this number of professional schools, others 
would “declare themselves in” by hurriedly announcing that 
they, too, considered training men in public accountancy to be one 
of their principal objectives.
2. Design the curricula, the text-books and the other teaching 
materials used by these institutions so that they will fill the 
peculiar needs of embryo public accountants.
3. Employ no instructors in technical courses who have not 
had extensive practical experience as public accountants.
4. Select the students who are permitted to matriculate in 
these professional schools so that only those who show promise 
of developing into successful public accountants will be admitted.
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5. Have the practising public accountants of the respective 
areas actively interested in the development of their professional 
schools and create a close spirit of cooperation and understanding 
between the faculties of the schools and the practitioners.
I realize that this is a radical proposal. But I think that the 
principal objection of those who oppose it will have to be based 
on the fact that the technical education for accountancy that is 
now available is organized on entirely different lines. I do not 
think the present arrangement should alter our plans for the 
long future, if those plans are sound. We must, for the time 
being, of course, recognize and deal with the conditions we now 
have.
I shall discuss my five points one at a time.
1. Concentration of effort
I am convinced that one of the great difficulties facing account­
ing education today is the widespread lack of sympathy and 
understanding between professional practitioners and instructors 
in accounting courses. The extent of the gap between the view­
points of the two groups is hard to understand, but it is there. I 
do not see how it can be closed as long as we must deal with 
hundreds of institutions which consider training for public ac­
countancy as only minor items in their programs. Moreover, 
we can not ask each of the institutions now offering courses in 
accounting to organize a professional school, because, if they were 
willing to do it, we should be swamped by the output. I have 
no information as to the number of graduates of such schools 
who could be absorbed by the profession each year. It is im­
probable that all new additions to the permanent staffs of prac­
tising accountants would be drawn from such schools, unless 
legislation were adopted to make it mandatory to do so. I be­
lieve such legislation should ultimately be enacted, but I think 
we should develop the schools first on the basis of voluntary 
attendance and require attendance at them later. It is to be 
expected that the best young men who intend to enter public 
accounting would seek out the professional schools without any 
compulsion as soon as those schools were established.
It would require, say, five years to establish the schools and 
graduate the first class. By that time, I think, we could safely 
assume that from 300 to 500 graduates could be absorbed each 
year. It is worth while noting that very few new men, rela- 
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tively, have been employed and trained by public accountants 
during the last five years, and this has built up a potential scarcity 
of assistants for replacement and expansion when business im­
proves. The average age and length of service of men on public 
accountants’ staffs is probably higher now than ever before, and 
the average size of the staffs is smaller. It is likely that more 
than the average percentage of the men now engaged in practice 
will die or retire during the next ten years, and that fact, with 
the demand for more assistants that is certain to accompany 
business recovery, makes this an excellent time to start the pro­
fessional schools.
You will notice that my plan calls for eight schools. If we 
could absorb from 300 to 500 men a year, that would permit an 
average number of graduates from each school of, say, 40 to 65. 
That is probably the minimum number that would warrant the 
maintenance of separate schools.
It would be my idea that these professional schools should be 
established as separate departments in colleges or universities 
now operating. It would be logical to develop them in institu­
tions which now maintain strong accounting departments. I 
believe that it would be preferable to have them located in cities 
where there is an extensive amount of public accounting work 
in order that some actual field work could be combined with 
classroom work.
If all the institutions now offering a major in accounting were 
to offer to start a professional school, it would be a delicate matter 
to select the ones to be backed by the practitioners. But, for 
financial and other reasons, I think there is a greater chance of 
difficulty in finding eight satisfactory institutions which will 
offer to organize a school than there is of finding a superabundance 
of satisfactory offers. On the other hand, a strong accounting 
department should not find it difficult to organize a separate 
professional school. If practitioners think as well of this idea as 
I hope they will, a committee should be appointed from the states 
in each natural geographical region to select the school and to 
help to organize it. This help should include a substantial 
amount of money, to cover both the initial expenses and the 
operating expenses. The financial assistance could be in the form 
of scholarships, open to students to be selected by the school 
or the guarantee of a definite number of students, to be designated 
by the practitioners but to be subject to the control of the school 
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as to admission and dismissal. The latter method would enable 
practitioners to have men trained for their own office if they 
desired.
2. Design of curriculum
My second point refers to a curriculum and text-books de­
signed to meet the peculiar needs of embryo public accountants. 
Some will say these students have no peculiar needs. I think it 
can be proven that they have. Their requirements as to ac­
counting theory and practice may be pretty much the same as 
those of students studying accounting for use in general business; 
but their requirements as to auditing, the preparation of working 
papers, financial statements and reports, and the design of ac­
counting systems and procedures, among other things, are differ­
ent.
In designing curricula, I believe cultural education—or what I 
like to refer to as general intellectual education—and technical 
education should be emphasized. There are arguments in favor 
of having the two types of education carried on concurrently. I 
believe it would be more practical to have the professional schools 
concentrate on technical education only and to permit the stu­
dents to pursue the cultural courses wherever they wish. The 
technical course should probably require three years. As a 
starter, two years of general college work might be a satisfactory 
prerequisite for entrance to the professional schools but, eventually, 
I believe a degree from a liberal-arts course should be required.
It is important that we should not be accused of making a 
fetish of a particular kind of education, and it may be worth 
while to discuss briefly this so-called cultural education.
Anyone can visualize the benefit of a technical education for the 
vocation one intends to follow. The benefit of a cultural educa­
tion is not so generally understood. General intellectual educa­
tion comprises the development of the mental powers to enable 
them to analyze, to reason and to reach proper conclusions from 
a given set of facts. Developing the power of the intellect must 
be a leisurely process. Many technical courses undoubtedly can 
be made to stimulate the mind as much as some of the so-called 
cultural courses; but there is more danger that in technical 
courses memory training and the acquisition of a vast store of 
information in as short a time as possible will be emphasized at 
the expense of training in pure thinking. It seems to me that 
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intellectual education also comprises most of what can be done by 
formal education to develop a pleasing personality—a very im­
portant thing for a public accountant to have. If one has a 
personality pleasing to others, it is because he is “pleasant to be 
with” in social or business affairs or, to use a slang expression, 
because he “speaks the same language.” It is desirable, there­
fore, for a boy to study at least some of the same courses as those 
studied by the clients with whom he will come in contact after 
he enters practice. Incidentally, he will find that most clients do 
not understand the language of debit and credit and that his re­
ports will be better understood and appreciated if he describes 
technical facts in non-technical language, so far as possible.
Before ending my comments on general intellectual education, 
I might add that I believe that some of the recent developments 
are dangerous. That is not a fault of the principles involved, 
but of those responsible for imparting the education. Professors 
and instructors in colleges occupy a position of trust in that they 
should present political, economical, social and philosophical 
facts and problems to students in an impartial manner, carefully 
presenting both sides, so that the youth of the nation will have 
all the information they need to enable them to form an impartial 
opinion on these subjects. I think that those members of facul­
ties who betray their trust and take advantage of their positions 
to attempt to advocate a particular position or to implant their 
own views on students when they are at a very impressionable 
age should be expelled from the faculties of which they are mem­
bers. This is particularly true when the views they advocate 
are contrary to the established order. Let them come forth 
from their cloisters and argue with adults. Then it will be quite 
in order for them to act as advocates for their beliefs.
Technical education, if it is to be of real value, should be as 
comprehensive in its scope and as detailed in its thoroughness 
as the word done by an assistant on a public accountant’s staff. 
A smattering of technical training is worthless. After all, the 
only justification of a professional school is that it will provide 
more thoroughly and more efficiently a certain amount of tech­
nical education than could otherwise be acquired during employ­
ment as an assistant. This should be possible, because the 
principal objective of the professional school would be to impart 
education, while the principal objective of the practising account­
ant must be the performance of engagements. An assistant 
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working with the practitioner will also receive technical education, 
but that must be incidental and of secondary importance.
It may be necessary to produce text-booksco ntaining more 
detail than is now available as to auditing, the preparation of 
accountants’ reports and working papers and the design of ac­
counting systems and procedures. The time devoted to these 
subjects in the curriculum should also be greatly expanded in the 
professional schools as compared with that now devoted to them 
in the schools of business.
We are faced with practical difficulties in obtaining proper 
text-books and teaching materials for these really technical 
subjects. Our working papers, detailed reports and other data 
are of a highly confidential nature. In that we differ, for example, 
from the legal and medical professions. The records of trials, 
decisions of judges and many kinds of legal papers immediately 
become public documents, obtainable for purposes of instruction; 
and wide publicity is given to the details of the practice of surgery 
and medicine. However, if we can concentrate the effort in a few 
schools, I think we can do much toward procuring complete sets of 
books and records of defunct concerns and we can probably make 
reports and working papers available, also. All accountants ’ offices 
are faced with the necessity of destroying their working papers after 
holding them for a certain length of time and, by eliminating or 
changing names, some of these might be suitable for the schools.
Facilities should be developed to enable the students to have 
some practical experience on the staffs of practising accountants 
during their course. Under existing conditions, this experience 
could only be made available during January, February and 
March. It would probably be best to have this experience come 
during the second and third years. If graduation in the pro­
fessional schools could be arranged for October 1st instead of the 
traditional June date, the experience in the third year could be 
followed by six months’ work in school. A vacation of two or 
three months would then be possible before the start of employ­
ment at the beginning of the next busy season.
As the schools were developed, it might be possible to add an 
additional year for a master’s degree, to follow one full year’s 
experience on a staff after the receipt of the bachelor’s degree.
Courses should be given to develop a sense of moral responsi­
bility in the young men. Students should be made to realize 
that the professional accountant is called upon to act as a judge 
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as to the propriety of business transactions, and that unques­
tioned personal honesty is an essential characteristic. Esprit- 
de-corp and a spirit of fair dealing with fellow practitioners should 
be developed. And, above all, the students should be advised 
that, regardless of the excellence of the training in the profes­
sional school, subsequent training in the school of experience is 
essential. Young men entering our profession, as well as those 
entering other professions, frequently resent the large difference 
between the earnings of experienced and established practitioners 
and the income of the beginner. They must be made to realize 
that, in a profession, a man receives substantial rewards only 
after he has demonstrated—for much less rewards—that he has 
the ability and experience to carry through all kinds of profes­
sional engagements to satisfactory conclusions.
3. Men with practical experience as instructors
The necessity of having experienced men only, as instructors in 
technical subjects, appears so obvious to me that I shall discuss it 
very briefly. It is not impossible for a man to teach others to do 
something he has never done himself, but I submit that it is ex­
ceedingly difficult so far as auditing, preparation of working 
papers and reports and the design and installation of accounting 
systems and procedures are concerned. On the other hand, many 
successful practitioners would be unable to teach. What we 
need is the proper combination of experience and teaching ability. 
The difficulty of finding that combination is another reason for 
the concentration of effort. I believe a sufficient number of 
qualified men can be found who will be willing to make the sacri­
fices necessary to make up the faculties in these schools.
In each professional school, a series of lectures by distinguished 
practitioners on questions arising in current practice should be 
given, particularly during the last year of the course. I look 
upon this as a very valuable feature of the professional school. 
Here again, concentration of effort is essential, for a busy and 
successful man will not sacrifice the necessary time and effort 
unless he can feel he is doing something that will be helpful 
to his profession.
4. Selection of students
The selection of students is, to my mind, the most important 
of my five points.
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The character of the raw material places a definite limitation 
on the character of the graduate—no matter how excellent the 
education offered may be. In fact, it is probable that physical 
qualifications at birth, heredity, health, environment, training, 
education and other factors affecting a boy’s life before he reaches 
the age of 19 or 20 years, which would be the average age for 
admittance to the professional school if two years of general 
college work were required, have a greater effect on the character 
and intelligence of the average person at maturity than has any­
thing that happens to him after that age.
If we require two or more years of liberal-arts work for entrance 
to the professional schools, we shall have a collegiate record 
which will give a good indication of the general qualifications of 
the applicant. I think we should require a high degree of general 
intelligence—certainly within the upper half of the applicant’s 
class—and the highest type of moral character. Particular 
attention should be paid to the record made by the applicant in 
elementary and advanced mathematics, since no one will suc­
ceed or be happy in public accountancy who does not like and 
understand the language of figures. During the first year in the 
professional school, the mental aptitude of the students for public 
accountancy, as well as their scholastic records, should be care­
fully observed and those who do not appear to be apt to succeed 
should be dropped. In spite of the greatest care in the selection 
of the students admitted to the schools, a considerable mortality 
must be expected during the course.
In this matter of selection of students, the professional schools 
should have a standard entirely different from what is necessary 
in schools of business. There is no doubt that a higher intelli­
gence and a better personality are required to make a satisfactory 
record on a public accountant’s staff than to perform routine 
accounting work satisfactorily for a particular concern. More­
over, the school of business can properly offer an accounting 
course to a student who has no particular aptitude for it, with the 
idea that even a slight knowledge of the subject may be of value 
to him in general business; whereas the professional school can not 
afford to waste its time on such students.
5. Coöperation between schools and practitioners
If the other parts of my program are followed cooperation 
between schools and practitioners will be spontaneous. Under 
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the present plan, graduates of the schools of business who enter 
public accountancy form a small percentage of the total grad­
uates; on the other hand, a relatively small portion of the new 
assistants employed by public accountants have been graduates 
of the schools of business. As a consequence, professional ac­
countants and accountancy instructors do not always feel that 
their problems are mutual. If we have our own professional 
schools, they will automatically look to the profession for advice 
and help. And, since it must be assumed that they will produce 
a type of assistant available nowhere else, the practitioners will 
be eager to employ their graduates. I am convinced that, under 
these conditions, the evils of temporary employment can be solved, 
the difficulties of obtaining any employment at all can be min­
imized and mutual assistance and advice will be the order of the 
day. There is no reason why professional schools should not 
become laboratories, wherein improvements in accounting and 
auditing practices might be initiated. They might also become 
clearing houses for the collection and distribution of information 
concerning methods used by embezzlers in concealing their acts.
I realize that I have proposed a long-range program and that, 
under the most favorable conditions, such schools could not turn 
out graduates in less than five years. I am glad to be able to tell 
you that one famous institution, the name of which I am not at 
liberty to disclose now, is seriously considering the establishment 
of such a school.
I think it is exceedingly important that these schools should 
not be established in the wrong places. There is always danger 
that some institutions will take up a program such as I have out­
lined as a means of advertising rather than as a means of being of 
service to the profession. It is for that reason that I should like 
to see a group of prominent public accountants get together in 
each geographical area and handle the situation firmly. There is 
no doubt that the schools first in the field will have at least a 
temporary advantage.
Before closing, I should like to make a few comments about 
the immediate future. At the present time, the general educa­
tional requirement throughout the country for the C.P.A. cer­
tificate is graduation from a high school. In some states, legis­
lation has been passed, or attempted, to change this requirement. 
In New York, after January 1, 1938, applicants for the C.P.A. 
certificate must be graduates of a school of accountancy. The 
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state education department has approved the degrees given by a 
number of schools of business administration as meeting this 
requirement.
It might be well to put in the record a list of the schools ap­
proved up to the first of this year. I understand that it is the 
policy of the New York state education department to consider 
graduates of the state colleges only if they apply for registration. 
There will probably be additions to this list. The data given as 
to the number of courses, instructors and enrolments have been 
taken from the circular of the United States office of education 
to which I have previously referred.
The figures for numbers of instructors, courses and students 
refer to the entire institution and not to the particular section 
from which graduation is to be required for the New York state 
certificate.
Personally, I believe it would have been better to change the 
educational requirement in New York from high-school graduation 
to graduation from any course in an approved college—including, 
naturally, graduation from courses given by schools of business 
administration. Additional credit might well be given for the 
latter for part of the experience requirement. As soon as we 
have real professional schools, graduation from them should be 
required with some provision, perhaps, for “equivalents.”
It is probable that some of the representatives of the schools of 
business administration will not approve of the suggestions I have 
made today. All I can say is that they are made with a desire to 
be helpful. They are my personal views only. As I have no axe 
to grind, I hope you will believe they are intended to be helpful 
suggestions from the viewpoint of our profession. I am sure 
that what the colleges and the profession want is a constructive 
solution of our educational problem. And, finally, do not forget 
that I am proposing that the profession should adopt a limited 
number of the existing schools of business administration as its 
own, provided they will establish separate departments for the 
education of professional accountants.
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Our Protective Tariff Policy
By A. L. Tinsley
Much has been written of late concerning the complete failure 
of the “old order,” the leading feature of which is assumed to 
have been the practical freedom of business from governmental 
supervision and interference. In other words, a system under 
which individual initiative and enterprise—the so-called and 
much-derided “rugged individualism”—was given full and practi­
cally unlimited sway. This is an astonishing assumption, and its 
very general acceptance is even more amazing. One must wonder 
what Adam Smith would say were he asked his opinion on this 
point.
Nothing, however, could be further from the truth. The 
nearest approach we have ever had to such a system came to an 
abrupt end more than seventy years ago, not as the result of an 
economic breakdown due to its shortcomings, but owing to the 
commencement of the civil war. It was this catastrophe that 
brought to a close the period of low tariffs that had been in effect 
for fifteen years, or since 1846, during which it is safe to say that 
the country was never more generally prosperous nor the people 
more generally contented.
Not the least of the evils resulting from that conflict is that it 
was made the occasion and excuse for the imposition of tariff 
rates far higher than any that had ever been dreamed of before. 
These rates, followed by others even higher, defended and justi­
fied first on one ground and then on another, have ever since 
continued in effect, except for short intermissions during the ad­
ministrations of Grover Cleveland and Woodrow Wilson, until 
today we have the highest tariff rates in our history.
It is to the cumulative effects—world-wide in their extent—of 
this disastrous policy of governmental interference with the ordi­
nary and otherwise perfectly normal and legitimate business 
affairs of the individual citizen, that the present economic 
distress and unparalleled unemployment may be chiefly attrib­
uted. When in some respects at least, the greatest nation on 
earth has set such a pernicious example of unsocial behavior 
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and strait-jacketing of trade, is it any wonder that the economic 
machinery of the world has gotten out of gear?
The Republicans dug the pit: the Democrats have deepened it. 
Instead of utterly repudiating the policy so largely responsible 
for our present tragic condition, the Democrats have seemingly 
approved of it in principle, besides making the application of 
the principle of governmental interference far more sweeping in 
character. Many of them, however, seek to justify their actions 
on the ground that the legislation they have enacted is purely 
“emergency” in character.
Reciprocal trade agreements have recently been executed with 
several countries, and more or less relief of our economic ills is 
expected from the general adoption of this plan. These agree­
ments are in the nature of emergency measures, and are entered 
into under the authority conferred on the president by the amend­
ment of the tariff act of 1930, approved on June 13, 1934. Such 
agreements may not increase or decrease existing duties by more 
than fifty per cent. Apparently the principle of protection is 
not brought into question, but broader powers are allowed the 
president in adjusting duties than those granted under the so- 
called flexible provision of the tariff act of 1930, for equalizing 
costs of production at home and abroad on imported articles.
No attempt is made here to discuss the latter provision in 
detail. Even were it possible to obtain satisfactory costs of 
production for the purpose intended, the fact remains that as 
we live in a changing world, the costs of today, by reason of 
changes in prices of raw and other materials, in rates of wages, 
in methods of production, in the personnel of labor and manage­
ment, etc., may not be the costs of tomorrow. For a number of 
other reasons, however, it is considered as wholly impracticable 
to determine such costs, for example—
(a) How can trustworthy costs be ascertained in the numerous 
cases in which access to the books of the foreign producer is 
denied to the representatives of our government?
(b) Based upon what sound principles of accounting can an 
average cost per unit of production be determined, as between the 
high and low-cost producers of a given article in our own country?
Apparently relatively few people consider what serious restric­
tions our protective tariff policy, by confining business transac­
tions practically within the limits of a closed market, has placed 
upon business initiative and enterprise. Many of our people, and 
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these by no means the least intelligent, fail to understand that this 
virtual denial of the right to engage in foreign trade—of the 
right to do business in a field incomparably larger, and one offer­
ing possibilities of greater rewards eventually, than our own 
country-results in shutting the door of opportunity to a large 
proportion of our population.
Not very many of us appear to realize what a great injustice 
and wrong is done the majority of our people—the great body of 
consumers—by compelling them to pay artificially increased 
prices for many of the necessaries of life, and how surely such a 
policy leads to their eventual impoverishment and loss of purchas­
ing power.
Until comparatively recently, perhaps, not a great deal of 
importance would appear to have been attached to the part 
played by our protective tariff in bringing about a major decline in 
our foreign trade. This has now become so staggering, however, 
due to our refusal to engage in two-way trading transactions with 
other countries, as to lead to the fear that much of this trade has 
been lost to us permanently, by reason of the competition it has 
invited and made necessary.
The conferring of special tariff privileges has the effect of creat­
ing vested interests. Such interests do not voluntarily as a rule 
surrender their special privileges, and we thus have a government, 
no matter what smoke screens it may use to conceal the real facts, 
which plays favorites, and is thus at least, and to this extent, not a 
government “for the people”. Such a policy leads naturally 
and logically to the control of natural resources and the concentra­
tion of wealth in fewer hands. That we are faced with such a 
condition today no one can successfully deny. Perhaps, one of 
the worst effects of this interference by the government with busi­
ness is the loss of virility and self-reliance on the part of the people 
that it tends inevitably to produce. Like coddled children who 
run crying to their parents whenever they get into difficulties or 
imagine they are hurt, so we have acquired the habit of appealing 
to the federal government for aid in the solution of our business 
and other problems. If either mental, moral or physical growth 
and development can be acquired except through struggle and the 
overcoming of opposition, the history of mankind has not indi­
cated it. In the field of economics, obedience to the inexorable 
though salutary law of supply and demand develops competent, 
self-reliant, and progressive business men. It is to the fact that 
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we have tried to evade or ignore this law, that many of the ills 
which now afflict us such as overproduction, or, rather, under­
consumption may be directly traced.
Much might also be said as to the part greed plays in the enact­
ment of tariff legislation, together with the mistaken ideas as to 
the nature and purpose of trade disclosed in such proceedings. 
Limitations of space prevent the going into details; suffice it to 
say that, all trade, whether national or international, is based 
on the motive of gain or satisfaction of wants. Men sell that 
which they produce either better or more cheaply than can the 
purchasers, and they buy in exchange those products in which 
the latter possess a corresponding advantage. Both sellers and 
buyers thus make worth-while contributions the one to the other. 
It does not follow in all cases, however, that the sellers can not 
make the goods they buy at less cost than the prices they have to 
pay for them. The reason they do not produce such goods is be­
cause they make a greater profit by confining their production to 
other things. For example: a brickmaker may be able to make 
shoes as cheaply as a shoemaker, but he makes a greater profit 
by restricting his activities to bricks. Thus specialization of 
labor and the principle of comparative costs are two funda­
mental laws of trade.
No extended argument should be necessary to prove that those 
countries possessing exceptional advantages in the quantity, 
quality or location of their raw materials, should be permitted 
to market them freely to the mutual benefit of all concerned. It 
should likewise be unnecessary to point out that low prices of 
goods stimulate and encourage their greater consumption and 
thus tend to improve standards of living: also, that the increased 
demand for such goods brings about a greater demand for the 
labor to produce them, thus leading naturally sooner or later to 
higher wages. The reactions between demand and supply are 
consequently the normal and most potent economic regulators 
of production, prices and wages.
There are two deeply rooted errors, however, held by many of 
the advocates of high tariffs, to which attention should be 
briefly directed. One of these errors consists in the belief that 
high wages, together with high standards of living, are associated 
necessarily with high costs of production and, conversely, that 
low wages are associated with low costs of production. Quite the 
reverse of this proposition, strange as it may seem, is believed to 
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be the case. Naturally, exceptions may be found at times, but 
as a rule and in the long run it is believed to be true, and the 
experience and records of the United States tariff commission, 
it is thought, will abundantly confirm this view, that well-paid 
labor produces proportionately more as well as better made goods 
than is the case with poorly paid labor. Thus the labor cost 
per unit of product, say, per pound, ton, yard or gallon, etc., for 
high paid labor is less than that for poor or underpaid labor.
The other commonly held error consists in the belief that the 
money paid for imports represents just so much that might have 
been expended for home-made goods and, to that extent, has the 
effect of decreasing production and thus lessening the demand for 
home labor. What the holders of this point of view fail to appre­
ciate is that trade between the people of different countries, if it 
is to attain any magnitude, has in the long run to be carried on 
reciprocally or on a two-way basis. This is very largely for the 
reason that owing to the different currencies in use in the respec­
tive countries, it costs too much or is otherwise impracticable to 
remit for goods purchased in acceptable exchange or in gold. In 
the circumstances, therefore, if reasonably permanent trading 
relations on any scale are to be maintained between any two 
countries, the purchases by the one will have to be offset by its 
sales to the other, cash being used only in settlement of trading 
and other balances.
Among other reasons advanced in justification for high tariffs 
may be mentioned briefly:
(a) That without them we might find ourselves seriously 
crippled in time of war by failure to have on hand a sufficient 
supply of essential war-materials. These materials, however— 
and the number is not believed to be large—could be obtained 
by subsidizing the manufacturers of them. This procedure is 
considered far preferable to the imposition of tariff taxes with all 
the uncertainty of the amount of the burden thereby saddled 
upon the people. Another plan would be for the government 
itself to undertake the manufacture of such materials.
(b) That without prohibitory tariffs foreign nations might 
dump their surplus goods on us at ruinous prices and thus force 
many of our business men into bankruptcy. This peril is deemed 
an exaggerated one, and it is so considered by the United States 
tariff commission. Exceptional treatment, however, may be re­
quired at times in the case of goods produced by a socialistic state, 
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or of those which may be the subjects of export bounties of one 
kind or another and may come into competition with like goods 
produced in our country.
(c) That owing to the demands of labor at times, abnormal 
increases in costs of production may occur, which would materi­
ally handicap us in meeting foreign competition. Should such a 
situation arise at any time, it would seem that labor should be 
willing to modify its demands following the production of satis­
factory evidence showing its necessity. It seems clear that if we 
are to survive as a free commercial and industrial nation, we 
must be able to meet competition in those lines of trade and fields 
of enterprise in which nature and our peculiar abilities and spe­
cial training best fit us to excel. Poorly managed undertakings 
and those without economic justification are necessarily fore­
doomed to failure, and certainly have no grounds on which to be 
supported by the taxation of the main body of the people. 
Special privilege is merely disguised or indirect taxation, and 
no amount of specious argument can make it otherwise.
It may be said in conclusion that no economic system or trade 
agreements of any kind can of themselves guarantee permanent 
prosperity. The time will never come when the human element 
may be ignored, or when moral issues will not arise which will 
have to be met and solved in a spirit of justice and mutual con­
sideration. One thing seems reasonably certain and that is that 
without freedom and the practical application of the golden 
rule, we may never expect to have anything approaching per­
manent prosperity. Protective tariffs embody neither of these 
principles. In consequence, they act not only as barriers to 
trade, but they give rise to feelings of suspicion and ill will among 
the nations of the world, the fruit of which is seen in widespread 
business stagnation and political unrest. Even purely retalia­
tory tariff measures may produce unforeseen and regrettable 
consequences.
To summarize: The “old order” or, more properly, the era or 
period of low tariffs, during which the country enjoyed a very 
general prosperity and contentment, passed out of existence at 
the outbreak of the civil war. Since then we have suffered from 
excessive interference by the government with business, as chiefly 
exemplified by our protective tariff policy. This policy is the 
product of a spirit of economic nationalism combined with a 
wholly mistaken view of the nature and purpose of trade and is 
109
The Journal of Accountancy
associated only too frequently with motives of greed and self­
ishness.
It has almost completely shackled our foreign trade and has 
virtually closed the door to that great and most attractive field 
of business enterprise; it has made our country a closed market 
for competitive goods, and by the resulting artificial enhancement 
of prices on many of the necessaries and comforts of life has 
done much to exhaust the purchasing power of the home market; 
it has prostrated agriculture and produced unparalleled unem­
ployment; it has created vested interests and led to a great con­
centration of wealth; and it has weakened individual initiative 
and impaired the self-reliance of the people.
Finally, it is an abortive attempt to ignore or circumvent the law 
of supply and demand, a law the normal operations of which, al­
though beneficent, are as fixed and immutable in the economic 
sphere as that of gravitation is in the physical sphere. The 
climax of the calamities consequent on the violations of this law 
is that they are well-known causes of war.
If for no other reason, therefore, than enlightened self-interest, 
it would seem that the recipients of special tariff privileges should 
make common cause with all those who are opposed on principle 
to protective tariffs and other trade barriers and work together 
with them for the final abolition of all such obstructions to trade. 
While it may be true that the removal of these barriers may have 
to be undertaken more or less gradually to avoid undue disturb­
ance to business, it should be none the less thorough and with the 
ideal of such a goal kept constantly in mind. Naturally, the 
final solution of the problem is conditional on a reasonable ad­
justment of such pressing questions as world politics, armaments 
and currencies. Also the time will never come when the per­
versities of human nature will not have to be taken into account. 
It is considered, however, that from an economic standpoint, 
the revival of world trade will do more to pave the way for these 
other reforms than any other single remedy.
By taking the lead in this vitally important and urgent mat­
ter, our country will be merely discharging a long-neglected duty 
to right, as far as it is now possible, the great wrong which we 
have done, not only to our own people but to the world at large, 
and, besides, it will be adopting a very practical means of pro­
moting our prosperity and contentment as well as that of man­
kind in general.
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Researches of Raymond De Roover in Flemish 
Accounting of the Fourteenth Century
By Lewis A. Carman
Foreword
With the gracious permission of the author, Raymond De 
Roover, L.S.C.F.,1 of Antwerp, there is here presented a resume of 
his recent publication, Le Livre de comptes de Guillaume Ruyelle, 
changeur d Bruges (1369).2 M. De Roover, a writer of note on mat­
ters of accounting history, has in recent years concerned himself 
with old account books of private firms to be found in the public 
archives of Belgian cities. The survival of such records depends 
to a large degree on the hazard of a business failure which, through 
judicial proceedings, deposits them among public documents.
The cities of Belgium are particularly rich in such deposits. 
Antwerp has the accounting records of no less than sixty-two 
firms, none of which, however, antedates the year 1525. Only 
at Bruges are books of account dating from the middle ages to be 
found. The most venerable of these are eight registers contain­
ing the accounts of two contemporary money changers of Bruges, 
Collard de Marke and Guillaume Ruyelle. Seven of these 
volumes comprise a continuous record of the accounts of Collard 
de Marke for the period from 1366 to 1369 and were the subject of 
a study by M. De Roover published in 1930. The eighth volume 
was later identified as the ledger of Guillaume Ruyelle, covering 
the period from January, 1369, to June, 1370, and is described in 
detail in the above mentioned work of M. De Roover published in 
1934. Space, unfortunately, does not permit a full translation of 
the monograph; it is hoped, however, that some of the high lights 
may be given in paraphrase.
It is 1369, and Edward III is king in England and Charles V in 
France. The Hundred Years war has broken out afresh and the 
Black Prince resumes his military career brought to a brilliant 
climax at Poitiers a dozen years before. It is the age of Froissart, 
Boccaccio and Chaucer. The black death is scarce a score of 
years in the past. It is sixty years before the peasant girl of
1 Licensié en Sciences Commerciales et Financières.
2 The Account Book of William Ruyelle Money Changers of Bruges (1369). (The word “livre” 
in French means “book” and “pound.” Both meanings occur in this resumé.)—Editor.
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Domrémy shall crown a king and suffer martyrdom. Flanders is 
the commercial and financial center of Western Europe. Bruges, 
however, suffers in the fourteenth century a decline from which it 
never fully recovers. In 1297 it has thrice the population of 
London and is so crowded that its city walls are enlarged; in 1405 
five thousand houses are reported empty. Its rivals, Ghent and 
Antwerp, prosper, but Bruges becomes Bruges-la-Morte. Yet it is 
to this decline that the world is indebted for the preservation of 
the city’s mediaeval buildings, for they were never sacrificed to 
“progress”. The counts of Flanders give place to Burgundians, 
Austrians, Spaniards, French, Dutch and Germans, and in the 
archives of the city repose for nearly six hundred years the ac­
count books of two obscure and forgotten money changers.
Although seven of the eight fourteenth century registers found 
at Bruges were readily identified as those of Collard de Marke, the 
eighth bore no indication either within or without from which its 
origin might be determined. By a fortunate chance, however, it 
was found to contain an account with Collard de Marke, and after 
a laborious search the corresponding account was found in the 
books of that person. This account bore the name of Guillaume 
Ruyelle and established beyond question the identity of the owner 
of the eighth register.
The name Guillaume Ruyelle is not always spelled in the same 
manner. In contemporary public documents there is mention of 
Willem Ruweel, obviously the Flemish form of the French or 
Walloon Ruyelle. Even this occurs variously as Williame dele 
Ruwellee, Ruwelle or dele Ruyelle (the last two on the same 
page). Collard de Marke wrote it most frequently as Ruelle, 
although Ruyelle is also encountered. The name is found in lists 
of money changers preserved in the public records, thus establish­
ing the occupation of the man.
The account book of Guillaume Ruyelle is an in-folio volume of 
large size, bound in leather and reinforced with vellum. It is 
written in French, although Flemish words creep at times into the 
text. It is legitimate to conclude that Guillaume Ruyelle or his 
bookkeeper spoke and wrote the two languages. The writing, 
though hardly to be called calligraphy, is regular; it is neater and 
more legible than that found in the books of Collard de Marke. 
The characters are not those of the beautiful Gothic script in 
which the public records were kept, as this was scarcely suitable
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for the demands of commerce. The writing is a sort of cursive 
Gothic, adapted to rapid penmanship.
The sums of money are written in the cursive Roman numerals 
known as “chiffres de finance”. No attempt is made to align 
them vertically, as such an arrangement is pointless without the 
Arabic positional notation. In posting to the ledger accounts it 
was the practice of Guillaume Ruyelle to write first the figures and 
then to follow with the description, whereas in the accounts of 
Collard de Marke the figures follow the description. Some 
appreciation of the labors of M. De Roover may be obtained from 
photographic reproductions of the accounts—mediaeval French, 
frequent abbreviations, crabbed writing in strange characters 
and Roman numerals. To lighten the burden of the modern 
reader, M. De Roover has expressed all amounts in Arabic 
numerals.
The book begins with a religious formula in Flemish, “Im de 
name van Gode ende van Alhelychen (saints) moet dit begonnen 
zyn. Amen. Amen.” followed by a note stating that the book 
had cost seven escalins (shillings). The text continues in French 
with the indication of the date, “Komensiet 1’an 1368.” As the 
first entries are those of the month of January, this corresponds to 
1369, new style. (Until 1752, Great Britain and her colonies 
followed the old practice of commencing the year on March 25th. 
The year 1751 therefore had only nine months. It is customary 
to restate old dates in the new style, though occasionally the date 
is written both ways, as January 30, 1648/9.)
The religious formula seems a sine-qua-non of mediaeval ac­
counting. Collard de Marke commences one of his books with, 
“These are the books of Collard de Marke which he began in the 
year one thousand three hundred sixty-eight, the 24th day of 
December, in the name of the Father and of the Son and of the 
Holy Ghost, and of all the saints (tous les saints) and all the saint- 
esses (toutes les saintes) and of all the angels and the archangels of 
Paradise. Amen.” The fragment of the cashbook of Guillaume 
Ruyelle begins with the formula, “Im Gods namen, amen.” A 
list of the balances of his ledger starts off with, “Im (sic) nomine 
domini. Amen.” Later books of account, states M. De Roover, 
have inscribed on their covers such phrases as, “Keep good ac­
count, for God’s sake,” and “He who keeps good account will 
attain Paradise. Amen.” (G. R. B. Richards in Florentine 
Merchants in the Age of the Medici reports a similar tendency: 
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“The sign of the cross was placed at the top of each page contain­
ing record of any transactions involving money, to prevent dis­
honest entries.” This method of internal audit control appears 
not to have withstood the test of time.) Evidently the embark­
ing upon a commercial venture was considered a serious under­
taking needing all the help that Heaven could give it.
The monetary unit of the accounts of Guillaume Ruyelle is the 
livre de gros or Pond Vlaemsch. This livre (pound) consisted of 
twenty escalins (shillings), each of twelve gros (pence—cf. groat, 
groschen). These units were indicated by lb., s. and d. Not 
only do we have the familiar monetary symbols of British cur­
rency, but the livre is subdivided in precisely the same manner as 
is the pound sterling. Perhaps that is putting the cart before the 
horse, for the British pound is practically the last survivor of 
similar ancient systems once prevalent in western Europe. The 
livre de gros was a ‘‘ monnaie de compte ’’ to which other currencies 
were reduced for accounting purposes. There must have been an 
endless variety of coins of all Christendom in circulation in Flan­
ders at that period, and some standard of reference was a neces­
sity. In fact, this very situation was the raison d’etre of the 
money changer. Guillaume Ruyelle and Collard de Marke were 
not always faithful to the standard monetary unit, for at times 
there appear in their accounts sums in lions d’or or in French 
francs, without mention of the corresponding value in monnaie de 
compte. A typical example of this appears in the accounts 
between the two money changers by means of which the records of 
Guillaume Ruyelle were identified. On March 22, 1369, Guil­
laume Ruyelle has a debit balance of 5 lb. 5s. l0d. against Collard 
de Marke, which is settled by the payment of forty French 
francs. There is nothing in the accounts to indicate that this sum 
is the exact equivalent of the balance expressed in monnaie de 
compte.
The account book of Guillaume Ruyelle is a ledger containing 
solely accounts with persons. In the back of the volume is a 
fragment of a cashbook containing a record of receipts and dis­
bursements for the period from March 21, 1370, to June 27th of 
the same year. A fortunate chance has preserved a contemporary 
“trial balance” of the ledger, for, thrust in between the vellum 
and the leather of the binding, was a list of account balances. 
Research by M. De Roover established this as a “trial balance” of 
May 24, 1370. The absence of error in computing, listing and 
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totaling the balances allows the inference that the preparation of 
such a statement was not an unusual task.
There is no journal extant, but there must have been one. 
Collard de Marke has ledger, journal and cashbook, and Guil­
laume Ruyelle must have been similarly equipped. The ledger of 
Collard de Marke was called the “grant pappier ” or “big book (or 
paper, record)” and the journal the “petit pappier” or “little 
book.” (In modern French the general ledger is called the “grand ” 
livre.) In the ledger of Guillaume Ruyelle there is a posting 
reference to “le petit papier le 30e hoctobre.” The term “petit 
papier” indicates that the journal was smaller in size than the 
ledger, and this is actually the case with the journals of Collard de 
Marke. Two of the ledgers of Collard de Marke were accom­
panied by alphabetical indexes, but none has been found for the 
ledger of Guillaume Ruyelle.
The accounts are divided into two sections, quite in the modern 
manner, one for debit entries and the other for credits. This 
method of bookkeeping is supposed to have been invented in 
Venice at the end of the thirteenth century, and accounts in this 
form were said to be kept “alla veneziana.” The appearance of 
this form of account in Flanders in the middle of the fourteenth 
century indicates that Flemish accounting technique was no whit 
behind the Italian. In certain contemporary French account 
books, one dating from 1342 and the other from 1381, debit 
and credit entries follow one another indiscriminately on the 
page.
The most striking difference between the accounts of Guillaume 
Ruyelle and Collard de Marke is the fact that the former placed 
credits at the left and debits at the right, whereas the latter em­
ployed the modern convention. The ledger of Guillaume Ruyelle 
proves that in the fourteenth century the custom of placing deb­
its to the left and credits to the right had not been established 
in any absolute manner.
At the left, at the head of each account, Guillaume Ruyelle in­
scribed the name of his debtor or creditor. On the same side, on 
the next line, the first posting to the credit side commenced with 
the Latin word “debeo” (I owe). At the right, on the same line 
as the name, the word “debet ” (he owes) precedes the description 
of the first debit entry. Each subsequent entry on either side 
commenced with the word “item”, directly under debeo or debet, 
meaning ‘‘ the same ” or “ ditto. ’’ Collard de Marke followed prac-
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tically the same system but employed the French words “doy” 
(I owe) and “me doit” (he owes me) instead of the Latin.
In the cashbook of Guillaume Ruyelle the receipts are on the 
left under the word “debeo” (credits) and the disbursements are 
on the right under “debet ” (debits). This seems illogical and in­
consistent with established ideas. M. De Roover advances the 
thought that the ‘‘ varlet ’’ or clerk of Guillaume Ruyelle may have 
exercised the functions of both cashier and bookkeeper and may 
have considered himself as personally liable for the funds confided 
to him. Traces of such a mediæeval conception of the cashier’s 
status are found even in the more advanced accounting of the 
sixteenth and seventeenth centuries, and the cashier is often des­
ignated by name in the cash account. (It is possible that the 
thought of the entry in the account of the debtor or creditor was 
predominant. In fact the “I owe—he owes” concept excludes 
any relationships not with human beings, and the idea of debits 
and credits to an account with anything as inanimate as cash was 
probably beyond the accounting thought of the times. This 
being so, the receipts and disbursements were labeled debit or 
credit as they would appear in the ledger accounts.)
It is interesting to note that on March 21, 1370, the cashier 
inventories his cash, consisting of gold and several sorts of other 
coins, and duly expresses it in the monnaie de compte. He has 
lb. gr. 74.18.3 at the beginning of that day and, taking into ac­
count subsequent receipts and disbursements, he should have had 
a balance of lb. gr. 45.14.7 on March 30th. However, on April 
1st he starts off with a new balance of lb. gr. 47.7.5. The overage 
of lb. gr. 1.12.10 probably represents a profit from money-chang­
ing operations.
That no indication of money-changing operations is to be found 
is perhaps explained by the fact that such operations are carried 
on in cash and do not require the opening of accounts with in­
dividual persons, the only sort to be found in the ledger. Profits 
would be reflected simply by an increase in cash. It is evident, 
however, that Guillaume Ruyelle was more than a money changer. 
The accounts in his ledger are those of a banker who receives 
money for repayment on demand, grants loans and borrows 
money. Researches by M. De Roover in the public records of 
Bruges have disclosed that Willem Ruwele or Willem Ruweel was 
listed among money changers who underwrote a portion of a 
municipal loan in 1359 and Willem Ruweele appears on another 
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list of money changers who subscribed to a later loan in 1362. 
Among the subscribers are Collard de Marke and others who have 
accounts in the ledger of Guillaume Ruyelle. Also, Willem 
Ruwele or Willemme Ruwele is one of the persons to whom the 
collection of the city taxes on wine was farmed out in 1367, 1368 
and 1369. He was one of the money changers fined during the 
city’s fiscal year 1366-1367 for changing nobles at a rate higher 
than the official rate. Guillaume Ruweel appears in 1357 on a 
list of creditors of the fugitive master of the Ghent mint, to whom, 
presumably, he had sold precious metals.
One of the striking characteristics of the accounts in the ledger 
of Guillaume Ruyelle is their extreme mobility. It is rare to find 
one closed after two or three operations. Most of them contain 
numerous transactions and are frequently forwarded from page to 
page. Certain accounts occupy whole pages and reflect several 
transactions in a single day. A peculiarity of the accounts 
is the many transfers of credit between persons, evidently on some 
sort of written order. Certain of the accounts are identified as 
those of other money changers, and it is apparent that payments 
by one man to another were effected by arrangements between 
money changers paralleling modern banking facilities.
For example, on March 16, 1369, Francee de Busschere, who 
has a credit balance on the books of Guillaume Ruyelle and owes 
lb. gr. 6.16.0 to the Hanseatic merchant Tydeman Ghismar or 
Gheitsmare, orders that amount to be placed at the disposition of 
his creditor. His account is accordingly charged with lb. gr. 
6.16.0 and an account is opened with Tydeman Ghismar which is 
credited with a like amount. The latter, however, is not a client 
of Guillaume Ruyelle and apparently orders the amount trans­
ferred to his own money changer or banker, Collard de Marke. 
The new account of Tydeman Ghismar is closed on the day it was 
opened, and the account of Collard de Marke is credited with lb. 
gr. 6.16.0. On the books of Collard de Marke the account of 
Guillaume Ruyelle is charged and the account of Tydeman 
Ghismar credited with a corresponding amount. (The journal of 
Collard de Marke reads simply, “Williame Ruyelle owes me by 
Tildeman Gismar.”) Thus Tydeman Ghismar finds the amount 
owed him placed to his credit on the books of his own banker. A 
similar transfer of credit is noted on the part of Estièvene van Drem- 
iers, a client of Collard de Marke, in settlement of an amount owed 
to Casin van Acker, a client of Guillaume Ruyelle. The accounts 
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between the money changers or bankers were settled from time to 
time in currency.
Of course, when the debtor and creditor were both clients of the 
same money changer the transfer of credit was even simpler. If 
any of the written orders had been preserved they would, no 
doubt, throw new light on the origin of the cheque. The constant 
mention in the accounts of the names of the persons to whose 
accounts the contra-entries were made indicates that such orders 
were not to “bearer”.
The descriptions in the accounts are laconic to an extreme 
degree. They give debeo, debet or item, as the case may be, the 
name of the account where the contra-entry may be found, and 
the date. Thus, for example, in the account of Arnout Outerman, 
“debeo lb.6.10.3 par Willem Ardebolee le 15e en may” indicates 
that on May 15th Arnout Outerman was credited and Guillaume 
Ardebolle was charged with the sum mentioned. In the account 
of the latter the entry appears “Item (debet) lb. gr. 6.10.3 par 
Arnout Outerman.” When the entry is not a transfer of credit 
but represents a settlement or payment in cash, the expression “ par 
li conteit ” or “ par un tel conteit ’’ is employed and the correspond­
ing receipt or disbursement is found in the cashbook.
When it is necessary to transfer an account to another page, the 
balance is entered on the smaller side, thereby making the total of 
the debits equal to the total of the credits. Occasionally an 
account so balanced is resumed on the same page. M. De 
Roover surmises that this procedure indicates that the debtor and 
creditor compared accounts at that point and were in agreement 
as to the balance. It was a common practice in the middle ages 
for debtors and creditors to compare accounts and agree upon the 
balance due from one to the other. In the books of both Guil­
laume Ruyelle and Collard de Marke diagonal lines were drawn 
through accounts balanced or settled, a practice that may be 
found as late as the seventeenth century.
Guillaume Ruyelle carried an account with himself in his own 
ledger. The account contained mostly debit entries and many of 
these were indicated “par Medmyselle conteit”. Presumably 
Medmyselle was the wife of Guillaume Ruyelle and the account 
probably contains a record of household expenditures and private 
transactions. Another account is labeled Damende (d’amende= 
fine, penalty?), the nature of which M. De Roover was not able to 
determine. With this single exception (which may represent an 
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embryo expense account), the ledger contains only accounts with 
persons to the exclusion of all accounts reflecting values, expenses 
or operating results. The accounts, however, are perfectly logi­
cal and orderly and are technically advanced for that age. They 
show evidences of advancement toward an even greater degree of 
perfection.
Some of the incursions of M. De Roover into the municipal 
records of Bruges in corroboration of the accounts of Guillaume 
Ruyelle are little short of amazing. Among the most interesting 
is his attempt to collate the accounts of the city with those of the 
ledger during the third quarter of 1369, for which the excise taxes 
on wine were farmed out to Guillaume Ruyelle. The proceeds of 
the “farming” of taxes on wine, beer and hydromel (a fermented 
mixture of honey and water) to the highest bidder constituted 
from 70 per cent to 75 per cent of the municipal revenues. The 
ledger of Guillaume Ruyelle gives no direct indication of this 
undertaking, but by coincidences of dates and amounts it is pos­
sible to trace the transaction. There is an account with Annekin 
(or Hannekin) Ruyelle (otherwise referred to as Jan Ruwel de 
Jonghe or Jehan de le Ruyelle) who, presumably, was the son or 
relative of Guillaume Ruyelle. The first debit entry in his 
account is a transfer of lb. gr. 653.0.0 from an account with the 
Sire Jehan van Artrike, treasurer of the city of Bruges. The 
latter account, which was closed by the transfer, represents a 
series of cash payments. The account of Annekin Ruyelle was 
charged with two subsequent payments to the Sire van Artrike, 
bringing the total of such disbursements to lb. gr. 969.11.0.
Now the municipal records indicate that the city received 
11,154.11.8 livres parisis, or Parisian pounds, from the “farmer” 
of the wine taxes for the third quarter of 1369. This, at twelve 
livres parisis to the livre de gros, amounts to lb. gr. 929.11.0. 
The difference of exactly lb. gr. 40.0.0 may have been a “present” 
to the Sire van Artrike, for such gifts to public officers were not 
unusual in that age.
The credits to the account of Annekin Ruyelle are numerous 
and represent almost entirely cash receipts, presumably tax 
collections. The account, having debits of lb. gr. 1,114.14.0 and 
credits of lb. gr. 964.7.10, was ultimately closed into that of 
Guillaume Ruyelle, thereby indicating that Annekin Ruyelle was 
merely the agent of his relative Guillaume. The account of 
Guillaume Ruyelle has only a few credit entries. Among these is 
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an unexplained one of lb. gr. 40.0.0 which may possibly have some 
connection with the difference noted above. The account has a 
final credit balance of lb. gr. 23.15.9, which may represent the 
unwithdrawn profits on the venture.
A bookkeeper of a later age would have opened an account for 
the tax venture which would have been credited with receipts and 
charged with disbursements, yielding a balance that could have 
been transferred to profit-and-loss. Accounts for values and 
operating results were apparently beyond the accounting of the 
age, which was able to conceive only of accounts with persons. 
The ‘‘varlet’’ or clerk of Guillaume Ruyelle got around the difficulty 
by personifying the accounts having to do with the tax venture, a 
solution not without ingenuity.
The “trial balance” previously referred to gives some idea of 
the state of Guillaume Ruyelle’s affairs. The list is not dated, 
but a laborious review of the accounts (which do not carry run­
ning balances) established May 24, 1370, as the date. There are 
approximately sixty credit balances aggregating lb. gr. 946.17.0 and 
twenty-eight debit balances totaling lb. gr. 661.14.10. The list 
does not make any distinction between “term” accounts payable 
and those due on demand. The great majority appear to be of 
the latter category and Guillaume Ruyelle was obliged to keep his 
affairs in a liquid condition. At the end of the list of debit bal­
ances are two items, “Item lb. 262.11.10 en argent’’ and “Item lb. 
15.10.5 par mi conteit.” The first of these is the cash balance; the 
nature of the second is unknown. This cash balance corresponds 
closely but not exactly with the cashbook. The cashbook shows a 
balance of lb. gr. 253.18.10 on May 24, 1370; the balance at the 
beginning of May 25th, however, is given as lb. gr. 257.19.10, or 
lb. gr. 4.12.0 less than the “trial balance.” The cash balance is 
more than 25 per cent of the payables, a high percentage for 
modern banking but apparently none too large in the middle ages 
in view of the rudimentary credit structure.
The debit balances include those of Guillaume Ruyelle, of 
Medmyselle his wife and of Annekin Ruyelle, his son or relative. 
These can hardly represent assets and if they are eliminated the 
debit balances are reduced to lb. gr. 631.16.8. By far the largest 
item in the list of debit balances is one of lb. gr. 562.14.6 described 
simply as “ Item folio.” This is not a ledger balance and M. De 
Roover has vainly tried to determine its nature. He believes it to 
represent the balance of another ledger now lost. This may per­
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haps have been a secret or private book in which Guillaume 
Ruyelle may have recorded his loans at interest—a practice 
considered usury in the middle ages and forbidden by the church. 
This supposition is plausible in view of the fact that nowhere in 
the existing ledger is there explicit mention of interest, even where 
the extension of credit would seem to require some such incentive. 
However, there is no reason to doubt the sincerity of Guillaume 
Ruyelle in listing the item of lb. gr. 562.14.6 among his assets. 
His balance-sheet is then:
Assets Liabilities
Cash.............. lb. 262.11.10 Payables............ lb. 946.17.0
Receivables.. lb. 631.16. 8
Total......... lb. 894. 8. 6
Even though this may not include all the assets of Guillaume 
Ruyelle, the deficiency in working capital is certainly not a fa­
vorable factor. It indicates that his affairs lacked a solid base. 
The failure of an important debtor might be enough to destroy his 
dubious equilibrium. It is probable that some accident of the 
sort is responsible for the presence of his account book in the 
public archives of the city of Bruges, a circumstance that can be 
explained only by a seizure following a failure. Times were bad 
in Bruges in those days.
It is evident that the accounts of Guillaume Ruyelle furnish 
extremely valuable information on the technique of banking 
operations and on the activities of money changers in the four­
teenth century, and yield to the historian an exact idea of the 
progress accomplished in commercial accounting in the middle 
ages. Not only is the accounting technique of Guillaume Ruyelle 
on as high a level as that of the Italian bankers, but it marks an 
important stage in accounting evolution. The list of ledger bal­
ances of May 24, 1370, foreshadows the balance-sheet of double­
entry bookkeeping. The necessity for an exact knowledge of 
financial status impelled financiers to seek more rigorous means of 
control and to perfect accounting methods. Even more than 
merchants, financiers had need of a scrupulous exactitude in their 
accounts, and it is not surprising that history attributes to them 
the invention of double-entry bookkeeping that appeared in 
Italy during the fourteenth century. Guillaume Ruyelle lived 
and labored at the dawn of a new epoch.
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Professional Accountants in China
By J. Stephen Nom Lee
Much has been written about accounting and systems of ac­
counting in European countries and the American continents; 
but very little or nothing has ever been written of such subjects in 
China. Most foreigners who know little of the present develop­
ments in China and have been inclined to think that whatever 
Chinese people do is always different from the customs of their 
own people, have the queer impression that Chinese people have a 
different way of keeping their accounts.
This article is designed to throw some light upon the matter and 
to present some of the problems that are constantly facing the 
professional accountants in China.
Early Chinese Concept of Accounting
To begin with, I must dwell upon the peculiar concept of ac­
countancy the Chinese had in the early days.
Accounting in the old days was synonymous with finance. 
More importance was placed on the latter meaning than on the 
former. The accountant and the cashier were inseparably the 
same person. Bookkeeping or accounting was such a simple 
task, they thought, that to hire an extra employee to keep books 
for any concern was almost ridiculous. Even if a concern could 
afford to hire a clerk to keep its books or accounts, such ac­
counts or records were for the so-called account-keeper’s consump­
tion only and were never shown to his employer. They were 
never legal documents and were never intened to be.
Today, Chinese are gradually changing their ideas. As 
Chinese industry and commerce developed, management prob­
lems became more prominent and involved. Antiquated ideas 
gave way to new ones; consequently, a great many Chinese busi­
ness men today understand the purposes of accounting as under­
stood by most of the people in England and America. This is, no 
doubt, due chiefly to the constant contact in commercial inter­
course with foreign nations, especially England and America 
during the last century; and then, too, the students returned from 
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abroad, trained in the modern technique of accounting, also played 
a very influential rôle in bringing this new science into true 
perspective.
First Professional Accountant Legislation
Modern accounting as a profession in China is comparatively 
new. Not until seventeen years ago did the government take this 
matter seriously, with a view to modernizing the accounting 
structure of the Chinese industries and commercial enterprises. 
As a result, the first professional accountant legislation was 
enacted in 1918, by the ministry of industries and agriculture. 
This act, which required that any one who applies for a certificate 
to practise as a public accountant must be, among other condi­
tions as set forth by the provision of this act, a graduate of a 
middle school of recognized standing, or college or university in 
this country, or foreign countries, who specialized in commercial 
courses or accounting. He must, in addition, produce sufficient 
evidence of his experience in accounting, either in the business 
firms or in the government organizations in China. Any person, 
according to this law, who is a citizen of the republic of China, 
can apply for such certificate to practise public accounting in 
China. Any person who is properly qualified under this law, is 
called a Chinese chartered accountant. He is entitled to use the 
letters “C. C. A.”
The standard of qualifications provided by this law was, as any 
one can see, too lenient and simple at best. There was too wide 
a gap left for the interpretation of the candidates’ qualifications. 
Many applications for such certificates were received by the min­
istry when the first professional-accountant law went into effect. 
Only fourteen aspirants, however, had their applications ap­
proved. Three years later, in 1921, the first professional ac­
countant organization was doing public accounting work in 
Shanghai. Later, many accountants followed suit. At the same 
time, a professional accountants’ society, the first of its kind in 
China, was organized in what is known today as the Chinese 
Chartered Accountants’ Society of Shanghai.
Shanghai happens to be the most attractive center for the pro­
fessional accountants in China today, because of its strategic 
importance in international commerce. Accountants are also 
found in such important commercial cities as Hankow, Canton, 
Tientsin, etc. The scope and activities of the professional ac­
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countants in those centers varies from yearly balance-sheet audits 
of business firms to system installations and receivership accounts.
Present C. C. A. Law
The Chinese chartered accountant law enacted in 1918 was 
revised in January of 1930 and again in April of this year. Article 
III of the statute provides that applicants for the chartered ac­
countants’ certificates, before taking the examination, must pro­
duce evidence satisfactory to the ministry of industries and 
commerce, formerly ministry of industries and agriculture, that 
they are citizens of the republic of China, not less than 25 years 
of age, of good moral character, graduates of any recognized 
Chinese college or university or any foreign college or university, 
and that they have had at least two years of experience as pro­
fessional public accountants or in teaching accounting courses in 
any recognized college or university or of employment as senior 
accountants in any of the government organizations or business 
firms with capital of not less than $100,000.
The chartered accountant examinations, given by the examina­
tion yuen, usually cover the following fields: Chinese constitution, 
commercial laws, principles of accounting, cost accounting, cor­
poration accounting, auditing, money and banking, government 
accounting and accounting systems.
Holders of professional accountants’ certificates from foreign 
countries are, at the discretion of the ministry, usually exempt 
from taking such examinations.
Among other provisions, the law also required that every char­
tered accountant must be a member of the provincial chartered 
accountants society, a statutory body, before he is allowed to 
practise in that province. Most provinces in China today have 
such societies. Their principal objects are to foster the spirit of 
cooperation among the professional accountants in China; to unite 
the members of the profession into one general body; to elevate the 
status and advance the interest of the members of the profession, 
and to give coordinated expression to their opinions upon all 
questions and laws affecting the profession.
These organizations, although the membership is still small, are 
doing a great work in educating the public organizations and busi­
ness firms to adopt modern double-entry accounting systems as 
one of the indispensable tools toward better business administra­
tion and a more effective cost analysis. They are the official 
organs of the professional accountants in China.
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Conclusion
Before concluding this article, I must inform readers that there 
are approximately 1,200 chartered accountants in China today. 
Clearly, this number is too small in a country which serves as one 
of the greatest—if not the greatest—markets in international 
commerce. As China becomes more industrialized, more experts 
and specialists are needed to manage her business efficiently. 
Professional accountants, undoubtedly, will be called to render 
solutions to the many complex problems of industry. Accounting 
as a profession is still quite novel in China. Sad to say, the 
public is very little informed of the real functions and advantages 
an up-to-date accounting system can render to an organization. 
The professional accountants should, therefore, endeavor to dis­
seminate more information concerning the many helps a well- 
installed system of modern accounting can render to society. 
They should strive to cooperate with the government to raise the 
standard of qualifications for future candidates. Last, but by no 
means least, they should work with the government to the end 
that a more effective legislation may be enacted to put a check 
against the harmful effects to society of undesirable business 
firms. These and a multitude of other problems are facing the 
professional accountants in China today.
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By Clark L. Simpson
The auditor’s office in Cuyahoga county, Ohio, like all populous 
tax offices, prepares annual tax rolls presenting a mass of necessary 
detail describing each parcel of property against which taxes 
are assessed. Laws passed by the state legislature almost at the 
inception of the real-estate tax in Ohio are still in force in prac­
tically their original form.
These antiquated statutes prescribe and describe the kind of 
accounting forms to be used in presenting this tax roll or “dupli­
cate” as it is called in Ohio. It has proven difficult to obtain 
proper revision of these old laws—Ohio’s law-makers being domi­
nated by the rural representatives whose logic has been that the 
tax laws must be all right since they have been satisfactory up 
to now. A few “evolutionary” bills have crept into the present 
session of the general assembly and at the present writing seem 
destined to gain approval and become law.
In revising the accounting in use in Cuyahoga county, we have, 
therefore, had to keep our system in compliance with an anti­
quated set of laws passed at a time when taxation was a very 
minor problem. Property owners of a decade ago paid their 
taxes and assessments without complaint, and delinquencies 
were in the minority, but today, of 390,000 parcels in the county, 
over 188,000 are certified delinquent and ready for litigation for 
public sale. (In this county officers have adopted a charitable 
attitude regarding confiscation of real estate biding improve­
ment of the real-estate market and improvement in economic 
conditions.)
At the time we initiated our modernization program in this 
office we found the following conditions:
The tax roll was made up of three sets of tax ledgers, each set 
consisting of 120 enormous volumes. One set was the auditor’s, 
one the treasurer’s and the third the assessor’s. In this county, 
the auditor and assessor are one, although the assessing depart­
ment is a separate division. The assessor’s roll was used as a 
valuation control and all changes in real-estate values were noted 
therein. Each year these 360 large books were typed from the 
previous year’s assessor’s tax ledger, which employed about 25
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typists for three months. Even a careful double check of this 
work did not prevent dangerous errors from creeping into the 
property descriptions. An example of a duplicate entry follows: 
Owner—Joe Tomko 1092 East 79th St.
St.—Snow Rd. Orig. lot—12 Subdiv.—Ridgara No. 2
Map—4 Page 33 Ft. front—40
Sub-lot—1228 What part—all
A change in any of the above might be responsible for much 
controversy and yet such errors were all too frequent in typing 
390,000 such items.
Other books in use were special assessment records in 105 annual 
volumes, size 22 inches by 19 inches. These showed charges 
against properties for sewers, water line, road repairs and mis­
cellaneous improvement projects to be assessed against the 
parcel. There were approximately one million accounts in­
volved in these records, as some parcels had as many as twelve 
special assessments.
Employment in this office varied by periods—there being only 
a skeleton crew of all-year-round employees and about 150 tem­
porary ones in settlement periods. Our immediate aims were 
to spread the work in such a way as to level rush employment 
peaks, to produce promptly more accurate and more legible rec­
ords and introduce real economy into the operations of the office.
A survey of auditors’ offices in other cities centered our atten­
tion on Cincinnati and Detroit, where tax rolls and records were 
reproduced annually by means of addressograph machines and 
we patterned to some extent after both offices. Metal plates 
show the name and address of the property owner and the detailed 
property description as described previously. These plates of 
necessity reproduce perfectly and this eliminates completely the 
inaccuracies which have been a major problem. Additionally, 
this system enables two persons to produce tax records in three 
weeks, which under the manual method has taken 25 typists 
three months. Records under our new system are very neat and 
much more compact than previously. Our tax ledgers are re­
duced from a double spread to a single sheet.
We also have introduced account-cards to replace unwieldy 
special assessment ledgers. These ledgers were previously pre­
pared annually (105 books) but we have substituted 8 inch x 5 
inch cards, each card providing for a special assessment on one 
parcel for a twenty-year period. Introduction of a loose ledger 
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card system was an especially hard task but it has proven well 
worth the while in the savings afforded.
A ledger card was substituted for the assessor’s duplicate or 
value-control ledger, and it too provides for a twenty year period. 
This card carries practically all information relative to taxes and 
assessments against a parcel for the entire period and enables 
our employees to furnish the taxpayers any desired information 
more readily than was the case under the old system.
Much accounting which had been manual has been transferred 
to the comptometer division of the auditor’s office, where forty 
operators rapidly make the necessary calculations. A few listing 
machines are used in analyzing taxes paid and this, too, up to the 
present year was entirely manual.
Use of mechanical aids in the county auditor’s office in Cuya­
hoga, of course, accompanied by a complete revision of the anti­
quated accounting system, has accomplished our purpose. 
It has cut the time required in half and has to a less degree reduced 
payroll costs. It has also furnished accurate, efficient records 
and has to a surprising extent eliminated peak loads of work, 
enabling us to keep a nominal staff the year round, rather than a 
skeleton crew to be bolstered by temporary helpers when needed.
Representatives from other governmental offices are making 
studies of our operations and we take pride in “showing-off” 
our system by comparing it with the old methods. At present, 
our system is designed to meet not only our immediate require­
ments but the accounting needs of the future—when our rural 
legislature finally awakens to the necessity for revision of our 
antiquated tax laws. The machine age has invaded the tax 
office and I predict that it is here to stay!
129
Students’ Department
H. P. Baumann, Editor
AMERICAN INSTITUTE EXAMINATIONS
[Note.—The fact that these answers appear in The Journal of Account­
ancy should not cause the reader to assume that they are the official answers of 
the board of examiners. They represent merely the opinions of the editor of 
the Students’ Department.]
Examination in Accounting Theory and Practice—Part I 
May 16, 1935, 1:30 P. M. to 6:30 P. M. 
Solve problem 1 or 2 and all other problems.
No. 3 (20 points):
The December 31, 1934, trial balance of the Longwear Shoe Company before 
closing is as follows:
Dr. Cr.
Petty cash........................................................................ $ 500 $
The First National Bank............................................... 56,400
Chicago store cash........................................................... 775
Accounts receivable........................................................ 113,408 1,260
Reserve for sales discount............................................. 4,800
Reserve for bad debts..................................................... 15,000
Finished goods inventory............................................... 145,250
Materials and supplies................................................... 271,800
Office supplies inventory................................................ 1,600




Reserve for depreciation—buildings............................ 92,000
Machinery........................................................................ 34,500
Reserve for depreciation—machinery.......................... 26,000
Chicago store fixtures..................................................... 4,400
Reserve for dep’n.—Chicago store fixtures................. 3,700
Goodwill............................................................................ 100,000
Accounts payable............................................................ 355 37,500
Reserve for discount on inventory............................... 4,050
Reserve for discount on accounts payable.................. 1,750
Accrued payroll............................................................... 4,000



















Taxes on building and machinery................................. 4,000
Heat, light and power..................................................... 4,200
Labor—foremen............................................................... 17,500
Labor—factory................................................................ 212,700
Lasts, dies and patterns................................................. 8,200
Machinery rentals and royalty..................................... 16,000
Repairs—factory............................................................. 4,500
Freight and cartage......................................................... 1,200
Sales—Chicago store....................................................... $16,080
Cost of sales—Chicago store......................................... 9,040





The average discount allowed on sales is 2%.
The average discount on purchases is 1 %.















The discount taken in January on December 31, 1934, balances of accounts 
payable was $750.
Depreciation has been adjusted monthly on the company’s books and is cor­
rectly stated.
Prepare balance-sheet and profit-and-loss account for the year—the latter to 
show loss or gain from operations of the store separately. Do not adjust taxes 
or surplus and disregard cents.
Solution:
Probably as good a way as any to introduce this solution is to state that the 
problem is susceptible to many assumptions, and, therefore, to many different 
solutions.
Consider the following points:
The purchases of materials and supplies for the year may be considered as— 
$271,800—$99,000 or $172,800.
The problem states that the average discount on purchases is 1 per cent. 
One per cent of $172,800 is $1,728.
The discount taken in January on December 31, 1934, balances of ac­
counts payable ($37,500) was $750, which is exactly 2 per cent of those 
balances.
The discount earned during the year is shown as $13,000, which with the 
reserve for discount in inventory of $4,050 (probably set up by a charge to 
discounts earned) would amount to $17,050, or nearly 10 per cent of the 
purchases. This excess over the “average rate of 1 per cent.” may be 
trade discount, but in what proportion?
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It is recognized, of course, that the base upon which some of the above 
discount transactions should be computed is on payments made. How­
ever, there is not sufficient data given in the problem to ascertain this 
amount.
The average discount allowed on sales is 2 per cent according to the 
statement of the problem; 2 per cent of $877,600 is $17,552.
An account “prepaid insurance $2,800” is shown in the trial balance, 
although there is no relative expense account (“insurance expense”) 
shown. Whether this expense is included under some other caption is 
not known; certainly the candidate is subject to criticism if he wrote off all 
or a portion of this balance as an expense.
The “cost of sales—Chicago store $9,040” is assumed to have arisen 
through transfers from the finished stock account. It may have arisen 
through credits to sales.
Several assumptions may be made with respect to the differences in the 
inventories as shown in the trial balance and those shown as the “actual” 
inventories.
In this solution the assumption is made that the inventories are stated at 
cost less discount, and that 1 per cent is a proper discount rate. On this basis, 
the reserve for discount on December 31, 1934, is computed as follows:
Materials and supplies:
$102,500 4-99 = $1,035
Finished goods:
As shown in exhibit C, materials and supplies comprise ($168,265 4- 
$443,135) 38 per cent of the total manufacturing cost. Then the 
purchase discount, which is 1 per cent of materials cost is 38 per cent 
of 1 per cent of the cost of finished goods, and the reserve for dis- 
.38
counts is------ of the inventory value.
99.62
Inventory Reserve for Inventory
(actual) discounts (gross value)
On hand............................... .................. $146,300 $558 $146,858
Chicago store...................... .................. 12,618 48 12,666
Totals........................... .................. $158,918 $606 $159,524
The total of the reserve for discounts in inventories is:
Materials and supplies............................................... $1,035
Finished goods............................................................. 606
Total......................................................................... $1,641
The purchase discounts are computed as follows:
Per trial balance........................................................................................ $13,000
132
Students' Department
Adjustment of reserve for discount on accounts payable:
Per trial balance.................................................................... $1,750
Amount taken in January................................................... 750 $ 1,000
Adjustment of reserve for discount in inventories: 
Per trial balance................................................................ $4,050
As required (see above)....................................................... 1,641 $ 2,409
Total................................................................................... $14,409
The sales discounts are computed as follows:
Per trial balance........................................................................ $24,800
Less: adjustment of reserve: 
Per trial balance................................................................ $4,800
Adjusted balance—(2% of $113,408)................................. 2,268 2,532
Total.................................................................................... $22,268
The adjusted balance in the reserve account may also be shown as 2 per cent 
of the balance in the accounts receivable, after deducting the provision for bad 
debts of $15,000.
In the following exhibit B, it is assumed that transfers were made from the 
finished goods inventory to the Chicago store inventory, and that the “cost of 
sales—Chicago store ’’ arose through transfers from the Chicago store inventory 
account. On this basis, the cost of sales of the Chicago store is computed as 
follows:
From transfers from the finished goods inventory................ $8,540








In bank..................................................... $ 56,400
Petty cash................................................ 500
Chicago store........................................... 775 $ 57,675
Accounts receivable.................................... $113,408
Less: reserve for discounts . . $ 2,268
Reserve for bad debts. . 15,000 17,268 96,140
Debit balances—creditors’ ledger............  355
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Inventories:




Less: reserve for discounts



















Reserve for Net book 
Cost depreciation value 









Liabilities and net worth
Current liabilities:
Accounts payable....................................... $ 37,500
Less: reserve for discounts.................... 750 $ 36,750
Accrued payroll........................................... 4,000
Reserve for taxes......................................... 5,600





Balance, per books................................. $ 45,398
Add net profit for the year before pro­
vision for federal income taxes.....  305,360 350,758
$ 47,610
















Inventory, January 1, 1934........................ $12,200 $153,790 $165,990
Cost of manufacture (exhibit C)............... 443,135 443,135
Goods shipped to Chicago........................... 8,540 8,540
Total....................................................... $20,740 $588,385 $609,125
Deduct: inventory, December 31, 1934. ... 12,666 146,858 159,524
Cost of sales........................................... $ 8,074 $441,527 $449,601
Gross profit on sales......................................... $ 8,006 $436,073 $444,079
Expenses:
Officers’ salaries............................................. $ $ 20,000 $ 20,000
Office salaries................................................. 20,500 20,500
Bad debts....................................................... 7,700 7,700
Office expenses............................................... 8,320 8,320
Taxes............................................................... 10,000 10,000
Advertising..................................................... 17,500 17,500
Salesmen’s salaries........................................ 13,400 13,400




Miscellaneous expenses............................ 300 300
Rent............................................................ 3,600 3,600
Total expenses....................................... $ 6,740 $124,620 $131,360
Operating profit................................................. $ 1,266 $311,453 $312,719
Net financial expense:
Sales discount................................................ $ 22,268




Net profit before provision for federal income
taxes................................................................ $305,360
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Exhibit C
Longwear Shoe Company
Statement of manufacturing costs for the year ended December 31, 1934
Materials and supplies....................................................... $271,800




Taxes on buildings and machinery.................................... 4,000
Heat, light and power.......................................................... 4,200
Labor—foremen............................................................... 17,500
Lasts, dies, and patterns...................................................... 8,200
Machinery rentals and royalty..................................... 16,000
Repairs—factory............................................................. 4,500
Freight and cartage............................................................... 1,200 62,170
Total manufacturing costs................................................. $443,135
No. 4 (15 points):
You are engaged to audit the books and accounts of a beet-sugar refining 
company for the fiscal year ended March 31, 1934.
All the sugar refined during the year ended on that date was manufactured 
from beets purchased from growers under participating contracts whereby the 
growers receive 50 per cent of the average net proceeds from the sale of all the 
sugar. The contracts run from October 1, 1933, to September 30, 1934, and 
provide for final settlement with growers at the latter date. They specify that, 
if all the sugar manufactured from beets furnished under the contract is not sold 
prior to September 30, 1934, the settlement for the unsold portion shall be 
made on the basis of the prevailing market price on that date less estimated 
cost of selling.
The company purchased 750,000 tons of beets under contracts with growers 
during the fiscal year under audit and the average sugar content of the beets 
was 18 per cent with a per cent extraction of 81.5. At the close of the fiscal 
year you find the company has sold 1,500,000 hundred-pound bags of sugar 
manufactured from the beets purchased during the fiscal year and that the 
average net return per bag for the sugar sold was $3.75.
On March 31, 1934, the company has paid the growers a total of $5.00 a ton 
for all the beets purchased. This was considered a minimum base price which 
would not be reduced, regardless of the amount of net returns. Only the actual 
payments to growers have been included in the computation of manufacturing 
costs and no liability to growers appears on the books.
At the time of your audit, which takes place five months after the close of the 
fiscal year, the market price of sugar has risen and a substantial portion of the 
sugar remaining on hand at the close of the fiscal year has been sold. Based on 
the result of these sales and the condition of the market the company officers 
estimate that the sugar on hand at March 31, 1934, will yield an average net 
return of $3.90 per bag.
1. Determine the liability to growers, if any, as it will appear on the audited 
balance-sheet of the company as at March 31, 1934, and show your 
method of computation.
2. What note would you attach to the balance-sheet explaining the liability?
3. What change would you recommend to overcome the uncertainty involved 




(a) The company purchased 750,000 tons of beets from which, it may be esti­
mated, it would obtain 2,200,500 hundred-pound bags, as shown below:
The average sugar content of the beets was.................... 18. %
The percent of extraction was............................................. 81.5 %
Or 14.67%
The sugar refined was 14.67% of 750,000 tons,
Or 110,025 tons.
The number of hundred-pound bags was 110,025 times
20, or 2,200,500.
The net proceeds may be computed as follows:
Bags sold:
1,500,000 bags at $3.75 per bag...................................... $5,625,000
Bags on hand:
700,500 bags at $3.90 per bag......................................... 2,731,950
Total.................................................................................... $8,356,950
The amount of the liability to the growers, is therefore: 
50% of the net proceeds.................................................. $4,178,475
Less: amount paid to the growers (750,000 tons at $5
per ton)............................................................................... 3,750,000
Amount of liability at March 31, 1934............................. $ 428,475
I would show the above item in the balance-sheet at March 31, 1934, as 
follows:
“Liability on growers’ contracts (see note).................... $428,475.”
(b) The foot-note on the balance-sheet follows:
“On March 31, 1934, the company had 700,500 bags of refined 
sugar on hand upon which the company’s officials expect to realize an 
average net return of $3.90 per bag. The liability to the growers on 
contracts is based upon this estimate.”
(c) Either the contracts should cover a period ending on March 31st or the 
company should change its fiscal year to end September 30th, to overcome the 
uncertainty involved in estimating the liability at the close of the fiscal year.
No. 5 (10 points):
On January 1, 1934, Corporation X had an authorized and issued capital 
stock of 100,000 shares without par value. Of the amount of $50 a share re­
ceived from the sale of such stock the directors, under the provisions of the 
company’s charter, had assigned $20 a share as the stated value and $30 a share 
as paid-in surplus. Under the laws of the state in which the company is in­
corporated the board of directors may apply part or all of the paid-in surplus to 
the reduction or extinction of any operating deficit or to the payment of divi­
dends. On December 31, 1934, the company had an operating deficit of $2,000,- 
000 and had in its treasury 40,000 shares of its capital stock which it had ac­
quired by the payment of $24 a share in cash.
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Disregarding any question as to the legality of the transactions which have 
been described, prepare a statement of stockholders’ equity at December 31, 
1934,
(a) on the basis of the given data.
(b) assuming that the company had an earned surplus of $250,000 instead of 
an operating deficit of $2,000,000.
State briefly the reasons for the procedure you adopt.
Solution:
(a) Corporation X
Statement of stockholders' equity December 31, 1934 
Capital stock—no par value:
Authorized and issued, 100,000 shares for............. $5,000,000
Less: amount assigned by board of directors to 
paid-in surplus............................................. 3,000,000
Stated value of 100,000 shares issued........ $2,000,000
Deduct: stated value of 40,000 shares of treasury 
--------- stock. 800,000
Stated value of 60,000 shares outstanding $1,200,000
Paid-in surplus:
Amount assigned by board of direc­
tors on original issue of..... 100,000 shares $3,000,000
Less: amount applicable to............... 40,000 shares in treasury
160,000
Balance applicable to.................... 60,000 shares outstanding, 2,840,000
Total............................................................................................ $4,040,000
Deduct: operating deficit.......................  2,000,000
Stockholders’ equity of 60,000 shares outstanding................ $2,040,000
(b) Assuming that the company had an earned surplus of $250,000 instead 
of an operating deficit of $2,000,000.
Corporation X
Statement of stockholders’ equity December 31, 1934
Capital stock—no par value: 
Authorized and issued, 100,000 shares for......... $5,000,000
Less: amount assigned by board of directors to
paid-in surplus..................................................... 3,000,000
Stated value of 100,000 shares issued........ $2,000,000
Deduct: stated value of 40,000 shares of treasury 
stock. 800,000




Amount assigned by board of direc­
tors on original issue of.... 100,000 shares $3,000,000
Less: amount applicable to............... 40,000 shares in Treasury
______  160,000
Balance applicable to.................... 60,000 shares outstanding $2,840,000
Earned surplus....................................................................................... 250,000
Stockholders’ equity of 60,000 shares outstanding.................. $4,290,000
In the foregoing statements, the treasury stock is considered as though it had 
a par value of $20 per share, which was the amount that the board of directors 
assigned to it when originally sold. The excess of $30 per share is treated as 
though it were premium on stock sold.
No. 6 (10 points):
The following is a statement of the assets and liabilities of the co-partnership
of Deed and Seal as at January 1, 1930:
Assets 
Cash........... ................................................................. $ 10,279.45
Investment in bonds................................................. 28,135.76
Accounts receivable................................................... 31,346.21
Inventory.................................................................... 44,281.95
Fixed assets (less depreciation, $2,973.06)........... 27,654.73
$141,698.10
Liabilities





The partnership was dissolved on June 30, 1930. Seal then withdrew and 
was paid out of the partnership funds his capital, as shown in the statement at 
January 1, 1930, less withdrawals, together with $8,000 in lieu of his share of 
profits for the year up to that date. Deed continued the business but on July 
1, 1930, was joined in co-partnership by Escrowe who purchased from Deed a 
one-quarter interest in the partnership for $25,000, the profits thereafter to be 
divided in the proportions of two thirds to Deed (his share in the former part­
nership) and one third to Escrowe. The books of the old firm, kept by single 
entry, were not closed when Seal withdrew but were continued by Deed and 
Escrowe and at December 31, 1930, the following statement was prepared:
Assets
Cash........... .. .............................................................. $ 17,963.28
Investment in bonds................................................. 15,178.33
Accounts receivable................................................... 36,524.29
Inventory.................................................................... 57,183.46
Fixed assets (less depreciation, $4,753.69)........... 43,465.37
$170,314.73
Liabilities 
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Deed withdrew $1,000 a month; Seal had drawn $500 a month, and Escrowe 
withdrew $500 a month. Particulars of the investment in bonds, as shown in 
the above statements, are as follows:
Cost of $25,000 6% bonds of OK and G Company, interest pay­
able semi-annually, January 1st and July 1st............................. $28,135.76
Less:
Proceeds of $12,500 bonds sold June 30, 1930........................... 12,957.43
$15,178.33
It has been agreed by the parties at interest that the income for the year 
1930 is to be apportioned as follows: two fifths (2/5) for the half year to June 
30th and three fifths (^) for the second half year, with the understanding that 
the loss from the sale of the bonds is a charge against the income of the first 
half of the year.
Prepare a statement of the three partners’ capital accounts and show how 
you determine the profits.
Solution:
The following is a computation of the loss on the bonds sold on June 30, 1930:
Cost of bonds sold—of $28,135.76). . $14,067.88
Proceeds of $12,500 bonds sold................. $12,957.43
Less: accrued interest thereon to June 30,
1930 (3% of $12,500) collected July 1, 
1930........................................................... 375.00
Amount applicable to principal................ 12,582.43
Loss on bonds sold............................. $ 1,485.45
As the old partnership was dissolved and the new one was formed on June 30, 
1930, the bonds taken over by the new partnership should be valued at the 
market price of $12,582.43, plus accrued interest thereon of $375.00. This 
valuation and accrued interest should be used also at December 31, 1930. The 
charge to the old partnership for the decrease in value of the bonds held is shown 
below:
Deed (2/3)............................................................... $ 990.30
Seal (1/3)................................................................. 495.15
Total................................................................ $1,485.45
The amount paid to Seal may be computed as follows: 
Capital account at January 1, 1930............................. $30,490.17
Less: amount withdrawn in six monthly payments of
$500 each.......................................................................... 3,000.00
Balance......................................................................... $27,490.17
Add payment made in lieu of profits............................... 8,000.00
Net payment at June 30, 1930 ......................................... $35,490.17
Statement of computation of profits:
Capital, as shown by statement at December 31, 1930............. $122,332.56





Decrease in value of bonds held at December 31, 1930:
Carrying value................................................... $15,178.33
Market value at June 30, 1930 (Cost to new 
partnership)............................................... 12,582.43 $ 2,595.90
Adjusted capital at December 31, 1930................ $120,111.66
Add: 
Actual loss on bonds held............................... 1,485.45
Withdrawals:
Deed (12 months at $1,000 per month)........  $12,000.00
Seal-total withdrawn, including monthly 
drawings..................................................... 38,490.17
Escrowe (6 months at $500 per month).... 3,000.00 53,490.17
Total............................................................... $175,087.28
Deduct capital accounts at January 1, 1930: 
Deed.................................................................... $73,605.74
Seal.......................................................................... 30,490.17 104,095.91
Profit for the year 1930........................................... $70,991.37
The profit may be apportioned between the two periods as follows:
Profit for the year, per above........................................... $70,991.37
Loss on sale of bonds.......................................................... 1,485.45
Profit for the year, before considering the loss on bonds $72,476.82
Apportionment: 
to the first six months..................................... $28,990.73
Less loss on bonds sold................................................... 1,485.45
Balance, first six months................................................ $27,505.28
to the second six months.......................................... 43,486.09
Total.............................................................................. $70,991.37
Deed, Seal and Escrowe
Statement of partners’ capital accounts for the year ended December 31, 1930 
Deed Seal Escrowe Total
Capitals, January 1, 1930 $73,605.74 $30,490.17 $104,095.91
Deduct: drawings............... 6,000.00 3,000.00 9,000.00
Balance....................... $67,605.74 $27,490.17 $ 95,095.91
Add: profits for the six 
months....................... 18,336.85 9,168.43 27,505.28
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Balances, June 30, 1930 
before withdrawal of 
Seal..............................
Deduct:
Write-down of bonds to 
market value.........
Payment to Seal:
Balance in capital ac­
count ...................
Payment in lieu of 
profits.................
Total deductions. . . .
Balances after withdrawal 
of Seal.........................
Transferred to Deed.........
Balance, July 1, 1930. . . .
Transferred to Escrowe. .




Add: profits for second six 
months.......................
Balances, December 31, 
1930.............................
$85,942.59 $36,658.60



























Institute Examination in Law
By Spencer Gordon
The following answers to the questions set by the board of examiners of the 
American Institute of Accountants at the examination of May, 1935, have been 
prepared at the request of The Journal of Accountancy. The answers have 
not been reviewed by the board of examiners and are in no way official. They 
represent merely the personal opinions of the author.—Editor, The Journal 
of Accountancy.
Examination in Commercial Law
May 17, 1935, 9 A. M. to 12:30 P. M.
Reasons must be stated for each answer. Whenever practicable, give the answer 
first and then state reasons. Answers will be graded according to the applicant's 
evident knowledge of the legal principles involved in the question rather than on his 
conclusions.
Group I
Answer all questions in this group.
No. 1 (10 points):
Plaintiff made a written contract with defendant, a newspaper, whereby 
plaintiff agreed to become a passenger on an airship from a foreign country to 
the United States and during said passage to send radio messages to friends in 
reply to messages sent to plaintiff by said friends. Plaintiff’s radio messages 
were to be reports of the flight which defendant was to publish and for which 
defendant agreed to pay plaintiff $5,000. Both plaintiff and defendant knew 
that plaintiff had agreed with the airship company as a condition of his being 
carried as a passenger that he would send no radio reports of the passage and 
both plaintiff and defendant knew that a third person had the exclusive news 
rights. Plaintiff fully performed his part of the contract. Can he compel de­
fendant to pay him the $5,000?
Answer:
Plaintiff can not compel defendant to pay him the $5,000. The contract 
between plaintiff and defendant was a part of a scheme which resulted in the 
breach of the contract of passage entered into between plaintiff and the airship 
company and interfered with the contract between the airship company and the 
third party who had the exclusive news rights. It was in effect a contract to 
commit a tort, and the court will not lend aid to a party who has committed a 
tort to enable him to Recover from another the price agreed to be paid for his 
wrongful act. The defense is allowed not as a protection to the defendant, but 
as a disability to the plaintiff.
No. 2 (10 points):
(a) In a transaction in which an owner of real property mortgages it upon 
obtaining a loan, describe all of the rights which the mortgagee acquires.
(b) What remedies does the mortgagee have for the enforcement of his 
rights?
(c) Define and explain equity of redemption.
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Answer:
(a) The mortgagee receives a conveyance of real estate absolute in form but 
with a provision that upon payment of the loan the conveyance will become 
void. Possession usually remains in the mortgagor.
(b) If the loan is not paid when due the mortgagee has the remedy of fore­
closure. This is generally done by bill in equity. The real estate is sold and 
the note paid from the proceeds, any balance going to the mortgagor. If the 
real estate does not bring enough to pay the loan the mortgagee is entitled to a 
deficiency decree against the mortgagor.
(c) The equity of redemption is the right of the mortgagor to redeem the 
property after foreclosure. The period when such right may be exercised is 
fixed by statute and differs among the several states.
No. 3 (10 points):
The maker of a valid promissory note legally procured defendant’s endorse­
ment prior to delivery of the note to the payee. Prior to maturity, the payee 
orally agreed with defendant and with the maker to release defendant as en­
dorser and in consideration therefor defendant turned over certain valuable 
property to the payee. There was no written renunciation by the payee of his 
rights against defendant as endorser and the note was neither surrendered nor 
in any way marked or altered. Was defendant released as endorser so far as 
the payee is concerned?
Answer:
The defendant was released as endorser so far as the payee is concerned. A 
negotiable instrument is discharged by any act which will discharge a similar 
contract for the payment of money and may be discharged by an oral agree­
ment based upon executed consideration. One who orally promises to re­
nounce and does in fact accept a thing of value in exchange for such promise 
must be deemed to be estopped.
No. 4 (10 points):
One joint adventurer began an action at law against his coadventurer for 
money damages for alleged preventable losses sustained in the joint venture. 
Many items of debit and credit were in dispute between them. Was the action 
properly brought? If not, what remedy should the plaintiff have sought?
Answer:
One joint adventurer may sue another at law for damages for “preventable 
losses” sustained in the joint venture. But if the transaction involves many 
items of debit and credit which are in dispute between the joint adventurers, a 
more appropriate remedy would be a bill for an accounting.
No. 5 (10 points):







(a) An agent is one who undertakes to transact some business for his princi­
pal by the authority and on account of the latter.
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(b) A servant is one for whom the master not only prescribes the end of his 
work but directs at any moment the means also or retains the power of control­
ling the work.
(c) Employee is a broad term for one who is employed. It is not usually 
applied to higher officers of corporations or to domestic servants but is applied 
to clerks, workmen and laborers.
(d) An independent contractor is one who, exercising an independent em­
ployment, contracts to do a piece of work according to his own methods and 
without being subject to the control of his employer except as to the result of his 
work.
(e) A broker is one engaged for others in the negotiation of contracts relative 
to property with the custody of which he has no concern. A broker is at first 
the agent of the person by whom he was originally employed and becomes the 
agent of both parties when the bargain or contract has become definitely set­
tled.
Group II
Answer any five questions in this group. No credit will be given for additional 
answers, and if more are submitted only the first five will be considered.
No. 6 (10 points):
Edward Engle and several other members of a club had endorsed a note made 
by the club. The club failed to pay the note and the payee procured from the 
president of the club a list of names and addresses of endorsers. This list was 
typewritten on club stationery which showed Engle’s name as secretary and his 
address. The payee attempted to verify the addresses by examining the cur­
rent telephone directory in which he found an Edward Engle at an address dif­
ferent from the one on the club stationery. Within the legally proper time the 
payee sent a notice in legally proper form to Edward Engle by registered mail 
at his address as stated on the club stationery. Two days later the post office 
returned this notice with a notation “Moved, left no address.” Was the 
payee’s notification of Engle sufficient to hold Engle as endorser?
Answer:
I think it would be a question for the jury to decide whether the holder of the 
note used sufficient diligence in attempting to find the correct address of 
Edward Engle, the endorser. A strong argument could be made that the finding 
of an address in the current telephone directory different from the one on the 
club stationery put the holder on notice that the address on the club stationery 
might be wrong, but I do not think that this is sufficiently clear to warrant an 
instruction as a matter of law that the holder did not use sufficient diligence.
No. 7 (10 points):
(a) Can a partnership be created in any way other than by express contract? 
If so, give an example.
(b) List (but do not discuss) the various causes for dissolution of a partner­
ship otherwise than in accordance with provisions of the contract or articles of 
partnership.
Answer:
(a) A partnership can be created only by contract, but that may be express 
or implied. It is not necessary for parties to understand that they are forming 
a partnership. If they make an agreement which has in fact the attributes of a 
partnership they will be partners. Thus a person may lend money to another 
with the agreement that he will receive interest on his money, that the other 
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party is to do certain work, and that any profits after payment of the interest 
will be divided between the parties, and that the payment of principal and in­
terest need be made only out of the funds available from the work. This 
would constitute a partnership although the parties may think they are debtor 
and creditor.
(b) Causes for dissolution of a partnership otherwise than in accordance with 
the provisions of the contract include:
1. Completion of the enterprise.
2. Enterprise becoming impossible.
3. Sale or transfer of all partnership assets.
4. Death of a partner.
5. Bankruptcy of a partner.
No. 8 (10 points):
At a conference in the office of the Simpson Corporation, a duly authorized 
representative of the Tompkins Corporation arranged orally with a duly author­
ized representative of the Simpson Corporation for the Tompkins Corporation 
to sell to the Simpson Corporation merchandise of the value of $1,000. The 
representatives then prepared a memorandum of this sale on a Simpson form 
used by that corporation in selling merchandise to its customers, because the 
Tompkins representative had with him no order blanks of his own. At the top 
of the form the Simpson Corporation’s name and address were printed. The 
name of the Tompkins Corporation was written on a blank line following the 
words “Sold to,” and that corporation’s address was written following the word 
“Address.” These items and a description of the merchandise sold and the 
terms of the sale were written on the form by the Tompkins representative. 
Did the name of the Tompkins Corporation thus written constitute its signature 
under the statute of frauds?
Answer:
The insertion of the name of the Tompkins Corporation thus constitutes a 
sufficient signing under the statute of frauds. It is not necessary that the 
name of the party be subscribed. Both representatives were duly authorized. 
The memorandum was prepared to comply with the statute of frauds and the 
name was inserted to indicate the party to be charged. If it is thus written 
anywhere in the memorandum it is a sufficient signing for the purpose of giving 
authenticity to the instrument. The fact that there was a mistake in naming 
the buyer as seller can be remedied by evidence.
No. 9 (10 points):
How can a director of a corporation protect himself from possible liability 
when a majority of the board adopts a resolution which he believes to be wrong 
(a) when he is present at the meeting, and (b) when he is absent from the 
meeting?
Answer:
(a) When a director is present at a meeting and the majority adopts a resolu­
tion which he feels to be wrong, he may protect himself from liability by making 
certain that his opposition vote is made a matter of record.
(b) If the director is absent he may protect himself by informing the board 
at the earliest moment of his objection and the reasons therefor. In some juris­
dictions he is required by statute to give public notice of his opposition and to 
inscribe his protest on the minutes.
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No. 10 (10 points):
What is cumulative voting? For what purpose is it employed? How does 
it accomplish its purpose?
Answer:
Cumulative voting is that system of corporate voting by which a stockholder 
instead of voting his shares for each of the whole board of directors to be 
chosen is allowed to cast the whole number of his shares for one person or to 
concentrate or distribute them as he may see fit. It is employed for the pur­
pose of securing representation of minority stockholders on the board of direc­
tors. For example, if there were 100 shares of stock in a corporation and A 
owned 51 shares and B 49 and there were three directors to be elected without 
cumulative voting, A could elect each of the three directors by a vote of 51 to 
49 shares, but with cumulative voting A would have 153 votes and B 147 to 
vote for any or all of three directors and it would be impossible for A to cast 
more than 51 votes for each of the three, or more than 76½ votes for each of 
two persons so that B by casting 77 or more of his votes for one director could 
ensure the election of one.
No. 11 (10 points):
(a) Who may become a voluntary bankrupt?
(b) Who may be adjudged an involuntary bankrupt?
(c) Name at least four acts of bankruptcy.
Answer:
(a) Any person, partnership or corporation which owes debts, except a 
municipal, railroad, insurance or banking corporation, may become a voluntary 
bankrupt.
(b) Any natural person (except a wage-earner or farmer), any unincorporated 
company and any monied business or commercial corporation, except a munici­
pal, railroad, insurance or banking corporation, owing $1,000 may be adjudged 
an involuntary bankrupt.
(c) Four acts of bankruptcy include having:
1. Conveyed, transferred, concealed or removed, or permitted to be concealed 
or removed any part of his property, with intent to hinder, delay or defraud his 
creditors, or any of them.
2. Transferred, while insolvent, any portion of his property to one or more of 
his creditors with intent to prefer such creditors over his other creditors.
3. Made a general assignment for the benefit of his creditors.
4. Admitted in writing his inability to pay his debts and his willingness to be 
adjudged a bankrupt on that account.
(There are other acts of bankruptcy.)
No. 12 (10 points):
(a) In an ordinary bailment, what are the duties of a bailee for hire with 
respect to the custody and care of the bailor’s property?
(b) Does a bank which holds corporate stocks pledged on a collateral loan 
have the same duties as a bailee for hire? If not, what are the differences?
(c) List the most important provisions of a bill of lading which is negotiable.
Answer:
(a) In an ordinary bailment the duty of a bailee for hire with respect to the 
custody and care of the bailor’s property is to use ordinary care and to return 
the identical property at the conclusion of the bailment. The bailee is liable 
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only for such loss or injury as has occurred because of his failure to exercise 
ordinary care.
(b) A bank which holds corporate stocks pledged on a collateral loan does 
not have to keep the identical stocks on hand but complies with its obligation 
by holding at all times a sufficient number of similar shares to answer the pledge 
when called on.
(c) A negotiable bill of lading must contain the date of its issue, the name of 
the person from whom the goods have been received, the place where the goods 
have been received, the place to which the goods are to be transported, a de­
scription of the goods, or of the packages containing them, the signature of the 
carrier and the words “order of” printed thereon immediately before the name 




Editor, The Journal of Accountancy:
Sir: Under the present Alabama income-tax law there is a feature presented 
in the accrual of the state and federal income tax that I believe is unusual.
The present state law permits the state income tax to be accrued and de­
ducted as an expense for that period provided the taxpayer is on the accrual 
basis. The federal tax is also deductible. We have been informed that this 
situation arose through an oversight by the legislature. It is proposed to 
remedy this by the new revenue bill which is now before the state legislature.
In the hope that it will prove of interest to you, and possibly of some benefit, 
I have copied and attached formula and solution I am now using. This repre­




Alabama corporation A has net income before state and federal income taxes 
and excess-profits tax of $7,213.38. Capital-stock valuation permits earning 
of $6,374.87 before being subject to excess-profits tax. Both federal income 
and excess-profits tax are to be accrued and deducted from above income in 
determining amount subject to state income tax. In addition, article 3 of 
section 26, act No. 169 (income tax) Alabama laws of 1933, permits the state 
income tax to be accrued and deducted before determining the tax for the cur­
rent period. The state income tax is, of course, deductible from the federal 
return. What is the amount due Alabama? What is the amount of the federal 
tax?
Comment:
After letting X equal the state tax, a formula is evolved in terms of X to 
equal the federal tax. The federal tax is 13¾% of $7,213.38, less the state 
tax, or X, plus the excess-profits tax of 5% upon excess of $838.51, reduced by 
X. Then by substituting the federal tax formula, a state tax formula is found. 
The state tax rate is 3%, with a specific exemption of $1,000. Therefore, 3% 
of the net income, less $1,000, less the federal tax, less the state tax equals the 
state tax. Thereafter it is simply a question of solving the algebraic equation.
Solution:
Let x equal state tax
Then .1375 (7,213.38—x) plus .05 (838.51—x) equals federal tax
and .03 {6,213.38—x — [.1375 (7,213.38—x)] plus .05 (838.51—x)} equals 
state tax or x
or .03 {6,213.38—x—(991.84 — .1375 x plus 41.93—.05 x)} equals X
or .03 (6,213.38—x—991.84 plus .1375 x—41.93 plus .05 x) equals X
or .03 (5,179.61 —.8125 x) equals X
151.69 equals X equals state tax
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Then 1,005.32 equals federal tax; $34.34 being excess-profits tax and $970.98 
income tax.
Proof:









FUNDAMENTALS OF ACCOUNTING, by Earl A. Saliers, Business 
Publications, Inc., Chicago. Cloth, 424 pages. 1935.
Professor Saliers’ Fundamentals of Accounting is a happy combination of 
philosophy, theory and practice for instilling in the mind of the student the 
fundamental elements of accounting for sole proprietors, firms and corpora­
tions. Each chapter contains a brief but clear discussion of the theory and 
philosophy of its subject, with concrete illustrations, followed by a summary 
of its salient points and closing with pertinent review questions. At the end of 
the book sets of practice examples to be solved as the student progresses furnish 
a fair amount of laboratory work. The book should supply a solid foundation 
for a student’s further advancement in higher accounting as well as a convenient 
manual of reference for the young bookkeeper.
W. H. Lawton.
HOSPITAL ACCOUNTING AND STATISTICS, The American Hospital 
Association. 85 pages. 1935.
Hospital Accounting and Statistics is a handy and compact little manual which 
should be of invaluable assistance to an accountant or other person who is 
interested in hospital accounts and statistics. It is not a textbook on hospital 
management or general bookkeeping and it does not contain samples of book­
keeping forms. Its purpose is “to suggest practical ways by which (a) the ad­
ministrator can use accounts to control his institution and to interpret his 
results to others, and (b) the bookkeeper or accountant can accumulate and 
present useful information with a maximum of clarity and a minimum of 
routine labor.”
There are presented in six short but concise chapters, (1) samples of financial 
and statistical summaries, (2) a very complete chart of financial accounts with 
definitions, (3) a check list of hospital facilities and services, (4) definitions 
of hospital terms, and (5) a discussion of special problems of business procedure.
The book has been prepared by an advisory committee on accounting to the 
council on community relations and administrative practice of the American 
Hospital Association. The committee is altogether too modest in its com­




[The questions and answers which appear in this section of The Journal of 
Accountancy have been received from the bureau of information conducted 
by the American Institute of Accountants. The questions have been asked 
and answered by members of the American Institute of Accountants who are 
practising accountants and are published here for general information. The 
executive committee of the American Institute of Accountants, in authorizing 
the publication of this matter, distinctly disclaims any responsibility for the 
views expressed. The answers given by those who reply are purely personal 
opinions. They are not in any sense an expression of the Institute nor of 
any committee of the Institute, but they are of value because they indicate 
the opinions held by competent members of the profession. The fact that 
many differences of opinion are expressed indicates the personal nature of 
the answers. The questions and answers selected for publication are those 
believed to be of general interest.—Editor.]
REPURCHASE OF STOCK FROM STOCKHOLDERS
Question: A corporation is chartered under the laws of New Jersey, but is 
located and doing business in Pennsylvania. The authorized capital is 500 
shares of common stock at a par value of $100, all of which were issued.
Under a written agreement the company will purchase from any stockholder 
his share or shares if he desires to divorce himself from the business. The 
company agrees to pay an amount equal to the book value of such share or 
shares at the closing date of the prior fiscal period.
Since the date of organization the company has purchased, at various times, 
in various lots, 551 shares for an aggregate amount of $288,173.28 and resold 
111 shares for an aggregate of $33,235.19. The remaining 440 shares not resold 
by the company are represented by a net cost of $254,938.09 or $210,938.09 in 
excess of par value. At the last fiscal closing of the books there were outstand­
ing 60 shares or $6,000 and a surplus of $87,280.21.
What is the value per share of the capital stock at the last fiscal closing?
How shall the 440 shares remaining not resold be shown on a balance-sheet 
and at what value?
Should the company have issued stock certificates to itself when the shares 
were purchased or merely retired the shares?
Answer No. 1: It is difficult from the question to determine whether the 
amount described as surplus, $87,280.21, is surplus after charging excess of cost 
over par value of treasury stock or not. If this represents earned surplus and 
if treasury stock is carried as an asset, the balance-sheet would look something 
like this:
Capital stock—authorized and issued—500 shares of $100 par




Excess of liabilities over assets....................................................... 117,658.88
Cost of treasury stock...................................................................... $254,938.09
If this is the situation, the corporation has obviously been paying more for 
reacquired stock than it was worth, and the 60 shares still outstanding not only 
have no value, but the directors and officers may be liable to stockholders and 
creditors for getting the company into such a state. This is the situation 
which seems to be presented, as it is stated that the stock is represented by a 
net cost of $254,938.09.
It is hardly reasonable to think that if the excess of cost over par of treasury 
stock had been charged to surplus the inquirer would have stated that the 
treasury stock is “represented by a net cost.” On this basis the answer to 
question No. 1 is “none.” The answer to question No. 2 is: The difference 
between cost or par should be shown as a deficit arising from excess of cost of 
treasury stock over par. In answer to question No. 3, the company could not 
retire the stock without action by the stockholders followed by the necessary 
legal procedure to reduce the company’s authorized capital. Whether or not 
the company issues certificates to itself is not material. I see no value in it 
even for purposes of record.
If this interpretation of the situation is correct, the directors and officers of 
the company would do well to consider their position in regard to creditors and 
stockholders and it would seem to be prudent to get legal advice on this without 
delay.
If we assume that the surplus is earned surplus remaining after charging cost 




Held in treasury.................................. 44,000
Issued......................................................................
Surplus—earned........................................................ $298,218.30
Less: Cost of treasury stock over par................... 210,938.09




$ 1,554.67Value per share.........................................................
The foregoing gives the answer to questions Nos. 1 and 2, and the answer 
to question No. 3 would be the same as above.
While the second solution does not conform to the wording of the inquiry so 
closely, it seems more reasonable and in accordance with what the facts prob­
ably are.
EXCHANGE OF MORTGAGE FOR H. 0. L. C. BONDS
Question: A fiduciary trust had a mortgage, past due, of $5,000 with ac­
cumulated interest of $600.
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The trust received in exchange $5,150 face value of H. O. L. C. bonds. The 
trust credited $5,000 to principal and $150 to interest.
The bonds were sold shortly afterwards for, approximately, 95.
The trust wishes to distribute $142.50 to the beneficiaries as interest, this 
amount being the net proceeds of the $150 face value of bonds considered by 
them as interest income.
It is my opinion that the entire net proceeds from the sale of H. O. L. C. 
bonds, or $4,892.50, should be credited to principal, because this amount is 
less than the cost of the original mortgage of $5,000 for which the H. O. L. C. 
bonds were received.
Answer: It is our opinion that the trust may properly make the proposed 
distribution as income.
No doubt the treatment affords room for debate, but from the facts sub­
mitted it seems to us that a reasonable interpretation of the transactions is 
that, the original mortgage of $5,000 having been replaced by H. O. L. C. 
bonds, the loss on sale of such bonds is a loss of capital. In other words, when 
$5,000 H. O. L. C. bonds were received in exchange for a $5,000 mortgage there 
was a substitution of security but no impairment of principal: the loss of capital 
resulted from the subsequent sale of the bonds then forming the principal.
On the other hand, the proceeds of $150 H. O. L. C. bonds received in pay­
ment of interest continues to be income, the amount of which does not fall to be 
applied against the loss of principal.
The contra view, disregarding a completed exchange of securities, rests on the 
premise that any impairment of principal relates back to the original security. 
That premise, it seems to us, is not sustained by the facts submitted or by the 
attendant circumstances.
BASIS FOR COMPUTING DEPRECIATION
Question: Should depreciation be computed on the basis of utilization instead 
of time? Please will you tell me in what degree the public accountants permit 
such a depreciation policy.
Answer No. 1: It seems to us that there is no novel principle projected and 
that, despite the apparent misconception there is at bottom merely a change of 
terminology with no change of meaning. “Utilization,” as the basis of the 
charge for plant facilities consumed in production, is really the application of 
the so-called production method of computing depreciation—that method, 
namely, whereby the life of the instrument of production is estimated in terms 
of units of product, the depreciation per unit being thus determined.
If, then, the public accountant is satisfied that, however computed, the 
provision for depreciation is adequate he may with propriety approve. To 
this we may add without irrelevance that functional depreciation may be an 
important element no less than the physical depreciation.
Answer No. 2: Schemes of depreciation under which charges vary with pro­
duction are common and may be regarded theoretically as one degree more 
scientific than those based on lapse of time alone. Under such schemes the 
effect on the income account is to provide more for depreciation in times of 
prosperity than in unprosperous times. In pure theory, the propriety of this 
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policy is justified, but it is hardly practicable to estimate the proportions of 
periods of prosperous times and unprosperous times during the useful life of 
property.
It is well known that depreciation goes on even though the machinery is 
idle, and it might well be that the depreciation in some cases is actually greater 
when the machinery is idle than when it is being used. This factor may well 
be ignored in a rigid scheme of providing for depreciation on the production 
basis alone. If so, owing particularly to protracted periods of relatively low 
production, there is the danger of failing to accumulate from earnings in the 
required time the funds needed to replace the machinery when it is exhausted or 
rendered obsolete. It has been our experience that corporations that have 
used this basis in providing for depreciation both in times of prosperity and 
unprosperous times are mindful of its dangers and have consistently followed 
the practice of keeping the annual provisions, as a whole, within a reasonable 
proportion of the amounts required on the basis of lapse of time and taking 
into consideration the factor of obsolescence.
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